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Ottawa, Ontario, 
Wednesday, July 18, 1962. 


--- At 8.45 A.M. the hearing resumed. 


SUBMISSION OF 
LA FEDERATION DE QUEBEC DES UNIONS REGIONALES 


DES CAISSES POPULAIRES DESJARDINS 


— wee ee ee ee ee 


APPEARANCES 
L'Honorable Cyrille Vaillancourt - Directeur General 
Mr. Rosario Tremblay - Directeur de l'inspection 
Mr. Andre Morin - Statisticien et 
: economiste 
Mr. Marcel Caron - Directeur de 
l'education 
Mr. Paul Emile Charron - Assistant secretaire 
Mr. J. A. Boyer - President, Federation 
des Caisses Populaire 
a'Ontario 


THE CHAIRMAN: Call the meeting to order. 

It is with very great pleasure that I welcome 
you, Senator Vaillancourt, in your appearance before 
this Commission today. We have read your brief on behalf 
of La Federation des Caisses Populaires with very 
great interest, and I may say even before we enter 
the discussion with you we have been very much impressed 
indeed by the development of this very important 
organization and the part that it has played in the 


financial and in the social life of the people who are 
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served by Be Caisses Populaires. 

At the outset you may wish to make a submission 
or read the summary, just as you wiSh. We have read 
the brief and any remarks that you wish to make will 

be very welcome indeed. 

SENATOR VAILLANCOURT: I have only a few 
remarks at the beginning, first, to apologize for 
sending our brief so late but the trouble for us is 
it 18 not exactly ene Same aS a bank or insurance compan 
et cetera, because we have to receive all our own 
information from individual or local Caisses Populaires 
and you asked us for many new crafted for us. 

We sent over 500 letters asking every manager 
of the Caisses Populaires and that is very hard for 
them to answer directly. That is the first problem. 

And the translation, we were obliged to translate from 
French to English. 

Just at the beginning I wish to ecole le 
to you in our brief we discuss only our own B pet tort 
the Caisses Populaires, not of the credit unions -- 
Caisses Populaires, but only our Caisses Populaires. 

We co-operate with the credit unions, we have the 

Same spirit and aim, et cetera, but we do not operate 

on bbe same plan. The credit unions mostly operate 

on an occupation basis. Instead, the Caisses Populaires 
operate on bln basis. That is why the Caisses 
Populaires is larger with many thousands of members. 
When you translate "Caisse Populaire" you do not 
translate "credit union" or "Caisse Populaire and 


credit union". You cannot translate them into French 
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or English. The name is very hard to 
translate. 

Those are my remarks and after that I can 
read our Summary or do you think it is necessary? 

THE CHAIRMAN: I do not think it is necessar 
unless there is anything special. I think in the dis- 
cussion the various points will come out and if there 
is anything to add at any point we would very much 
welcome it. 

SENATOR VAILLANCOURT: For the Commission 
I think it would be better to discuss it in English 
but sometimes it is very hard to translate exactly. 

COMMISSIONER LEMAN: Well, through the last 
few days you, yourself, Senator, have listened to 
proceedings with other associations and so did Mr. 
Tremblay -- we noticed him in the audience. Let us 
try to give a good example to all those who will come 
after us and speak so clearly and loudly that the 
audience can all hear us. I think probably you were 
suffering from that disability? 

SENATOR VAILLANCOURT: Surely. 

COMMISSIONER LEMAN: I would like to ask you 
a few questions pertaining mostly to the organization 
of the Caisses Populaires in the province. These 
are at the beginning of the brief and in giving you 
references to some of my questions I am going to refer 
to page numbers in the English text. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER LEMAN: The first question I 


would like to aSk you relates to some text on page A-40. 
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1 There is an explanation given there of the fact that 


2 when there are refunds of interest to borrowers these 


WwW 


refunds are proportionate to the interest that has been 


a 


paid by these people to the local Caisse. What I 

5 would like to know are the rates on loans all uniform? 

6 SENATOR VAILLANCOURT: No. It all depends 

| on the size and the age of the local Caisse Populaire. 

g| You take a Caisse Populaire of 62 years, the first 

9 Caisse Populaire, and that is a bigger Caisse Populaire 
10 than your new one and we have a reserve fund, et cetera, 

11 and our interest is 53 per cent and for the last 15 

12 years we refund one-half of one per cent of interest 

13 to our borrowers. The net interest is 5 per cent. 

14 COMMISSIONER LEMAN: But within one local 

15 are the rates always uniform? if one local makes 

16 loans can it change its rates according to the purpose 
of the loan? 

SENATOR VAILLANCOURT: On the notes, ordinarily 
on the notes the rate is one per cent smaller on notes 
than on mortgages. If we charge 6 per cent on mortgages, 
personal loans are roughly one-half of one per cent, 
but not the Caisse Populaire; it all depends on the 
Size of the Caisse Populaire and the profit made the 
year before because at the end of the year when a year 
is finished and we have paid interest on savings we 
are getting interest from the loans and wherever there 
are profits after that we put 30 per cent in the reserve 
and the balance is supposed to be returned to the members). 

COMMISSIONER LEMAN: This business of having 


usually a rate of interest one per cent lower when the 
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security for the loan is a mortgage is the philosophy 
behind that, the fact that one is better secured than 
the other? 

SENATOR VAILLANCOURT: No, not only better 
secured. You know, it is more expensive to deliver 
100 notes than one loan on a mortgage. It is more 
expensive. If you have 1000 loans of $100 each and 
suppose you have only ten loans of $10,000 on a mortgage 
it is more expensive for the 1000. 

COMMISSIONER LEMAN: That is because these 
personal loans are generally smaller? 

SENATOR VAILLANCOURT: Yes. You know at 
first when we permit a loan to a member the first 
guarantee is a moral guarantee and the moral is the 
same for a big loan or a Little loan. 

COMMISSIONER LEMAN: Are refunds of interest 
fairly frequent because I would like to ask you a questio 
about how these work? If they are not Poetaeae neers 
it is not necessary to delve into how you tes them 
out. Are they frequent or not? 

SENATOR VAILLANCOURT: Frequent for the 
old caisses populaires, but you know we started really 
with our organization in 1932. Before that, with the 
largest caisses populaires there is frequently a refund 
of interest set for the new caisses populaires for 20 
or 15 years it is more difficult because we have no 
reserves. We are obliged to build a reserve. That 
is the reason, that is all, and, for example, five or 


ten years ago when the interest on the bonds was only 
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3 per cent or 33 per cent it is very difficuit to give 
some refund of interest to the people because at that 
time our local interest on the mortgage and on the cost 
was 43 per cent and 5 per cent. That is only a few 
years ago that our interest rate was 6 per cent and 

54 per cent. After that it was according to the bond 
interest. 

COMMISSIONER LEMAN: In very recent years, 
say in the last two or three years, could you give us 
an idea of how many locals had no refund of interest 
and I am talking here separately from any dividend 
on the shares or interest on deposits? I am asking 
about refunds of interest to borrowers. 

MR. TREMBLAY: I would say it is a small 
proportion, maybe 10 per cent of the total number of 
caisses populaires. 

COMMISSIONER LEMAN: Ten per cent would 
be a little over 100 locals that do it? | 

MR. TREMBLAY: Yes. 

COMMISSIONER LEMAN: When they do it what 
I am curious about is your brief says that the amount 
of the return varies according to the amount of interest 
charged on loans. So I would like to give you an 
example So we can understand how the formula works. 
Suppose one man had borrowed $1000 from the local at 
5 ver cent for the year and therefore he had paid 
$50 interést on his loan and then another man had 
borrowed $500 at 7 per cent, say, for a different 
purpose, and he would have paid only $35 interest to 
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MR. TREMBLAY: Yes. 

COMMISSIONER LEMAN: If you give them a 
refund of interest the man who had borrowed $1000 at 
5 per cent and therefore paid $50 interest, would he 
get more back than the one who had paid 7 per cent 
on a smaller loan? 

MR. TREMBLAY: The way they do it, they 
give a rebate of 10 per cent or 15 per cent of the 
interest paid so everybody will get a rebate in 
proportion to the amount he has paid in interest. 

So, in the first case it will be 10 per cent of $50 
and in the other one 10 per cent of $35. 

MR. BOYER: But there is not different 
rates of interest in the same local. There is only 
one rate of interest in the one local. They will 
not be different. 

COMMISSIONER LEMAN: That is what I was 
asking earlier, whether the rates of interest are 
all uniform. 

MR. TREMBLAY: They are generally uniform 
except for the guaranteed loans with mortgages or 
to a public body or cases of that type. 

COMMISSIONER LEMAN: Well, Senator Vaillancourt 
earlier told me that even within one local there could 
be a difference of one per cent on a secured loan as 
against an unsecured loan. 

SENATOR VAILLANCOURT: Yes, that is right. 

COMMISSIONER LEMAN: And I now refer you a 
little further on to page A-44., There you explain to 


us what happens if for any reason a caisse has to be 
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liquidated and terminate its business and you explain 
that there is priority given to the repayment of any 
loans that might have been made to the local and the 
deposits will rank right next to that and that the 
balance of the assets realized will be used to repay 
share capital and if there is not adequate money to 
cover deposits the members will be asked to complete 
the payments of any capital that has been subscribed 
but. NOt paid. These liquidation priorities, are they 
prescribed by law or are you just explaining how it 
is worked? 

SENATOR VAILLANCOURT: No, by law. 

MR. TREMBLAY: We come under Section 3 of 
the Companies Act for the winding up, so we have to 
proceed for the winding up or in a bankruptcy case 
in the same proceedings as would an ordinary company. 
We follow the same order of preference in the payments 
of the liabilities. 

COMMISSIONER LEMAN: That is just the 
general law. 

MR. TREMBLAY: Yes, just the general law. 

COMMISSIONER LEMAN: On the next page you 
make quite a point through your brief and through the 
history of the caisse populaire about the educational 
value to your members especially in the field of 
learning the practices of thrift. Did you ever think 
there was anything peculiar about Quebec in this 
respect as compared with other areas of Canada or other 
countries? Do you find that Quebec already tended 


to be very thrifty, especially in the rural areas or not? 
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SENATOR VAL LLANCOURT: We have had our ex- 
perience especially in Quebec, but you know the educatio 
that is very hard, not only educational in general 
but any kind of education is a very, very long way to 
Tipperary. We have organized this educational plan 
especially in the schools because it is very hard to 
educate a man at 60 or 70 years of age and we started 
at the beginning in the first year of the organization 
of the caisses populaires. They organized a school 
Savings plan in the city of Levis and in the first year 
they collected around $500 in cents and he was very, 
very happy. But for our experience, take my proper 
city of Levis, five years ago I was on the board of 
directors of the school and we started to educate 
the school for saving and at the beginning we arrived 
with as good results in the lower class at six years, 
seven years, and the upper classes, eleven, twelve 
years, school organizations apparently no pad Py es- 


nothing. 


You know these young people of ten and twelve 
years, they have no training and they spend all their 
money et cetera, and this year we have the best result 
of the upper class than the other and that is the result 
of education for five or six years. 

COMMISSIONER LEMAN: Senator Vaillancourt, 
at least the reputation of the French Canadian in the 
rural areas was that he was thrifty, but perhaps he 


did not know how to use his savings very well. 


SENATOR VAILLANCOURT: No, we are not more 
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virtuous people in Quebec than any other sane 
COMMISSIONER LEMAN: I got the impression 

from the text on page 46 that primarily the purpose 

of the caisse populaire was not to make business loans. 

To what extent are business loans made in the system 

now? 

SENATOR VAILLANCOURT: We operate without 
members, with qr members, and it was built by Mr. 
Desjardins who owned our members in the local area. 

We do not go into the field of the bank organizations 


to borrow money. We cannot do that because we are 


not in training for that. We have no expert for that 
in our organization but on the local plan the accredited 
members of our organization know the people and know 
for what reason these people want some money for doing 
“$0 and so, and if it is possible they want money to 
organize some furnishings and so on, they are not 
prepared to go in this business and they will refuse 
that. 

You know, we use first the money where the 
money is produced and we send the surplus to the central 
organizations and in tt rural organizations we can do 
a very large business there. That is only with the 
farmers and the local labourers there, et cetera. 

COMMISSIONER LEMAN: Suppose one of your 
members should be a store owner, a merchant, and it 
is not an incorporated business but he is in business, 
would you refuse him a loan if he wants to use it for 
his business? 


SENATOR VAILLANCOURT: We give the loans to 
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these merchants with a guarantee on a mortgage. We do 
not loan on the merchandise, et cetera. We take a 


mortgage, I suppose $10,000, and in one month he 
wants $1,000 and in another $2,000 and goes back to 
$1,000 et cetera. It is up and down, but guaranteed 
by ¢ mortgage. 

COMMISSIONER LEMAN: But in fact this 
would be a business loan in that sense. He might be 
using it to finance his inventory. You understand that 
basically his needs may go up and down so he could be 
using it for his business. 

SENATOR VAILLANCOURT: Yes, for his business. 
The banks might fare the guarantee of inventory, put 
we cannot take a guarantee on inventory. That is the 
reason we Care ares on a mortgage. 

COMMISSIONER LEMAN: Do you have any 
statistics showing that? 

| SENATOR VAILLANCOURT: Oh, that is not 


more than one per cent, sometimes. 
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COMMISSIONER LEMAN: On what might be deemed 

a loan, but very, very small? 
SENATOR. VAILLANCOURT: Yes. 

MR. TREMBLAY: And it will be done in the 
localities where there are no banks. 

SENATOR VAILLANCOURT: You know, we have over 
500 places in Quebec, but no banks were established, 
and in those places we are obliged to furnish it. 

COMMISSIONER LEMAN: I see on page 191 you 
do give us some statistics on the distribution of the 
types of loans that are made, and these statistics 
show that they are fairly small? 

SENATOR, YAILLANCOURT: Oh, very, very small. 

COMMISSIONER LEMAN: I would like to refer 
you now to page A50. Does the caisse populaire apply 
new issues quite often that come out on the market; say, 
municipal issues, that sort of thing? Are new issues 
often bought? 

SENATOR. VAILLANCOURT: Except to buy from the --- 

COMMISSIONER LEMAN: Well, when a new issue 
would come out; often they come out through an investmen 
dealer and I want to know if you often buy new issues? 

SENATOR, VAILLANCOURT: Oh, yes, especially in the 
schools in the municipality. 

COMMISSIONER LEMAN: Does the caisse populaire 
sometimes make a loan directly without going through -- 
not going on the market -- through an investment dealer? 

MR. VAILLANCOURT: Sometimes, especially in the 
locality where we are alone; where they have no branch 


of the banks and before the municipality collects the 
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taxes we advance small loans, $10,000, $20,000, $40,000, 
it all depends on the size of the locality, but not 
more’ than that, but when the locality put on the market 
some loan -- ask for loan -- we ask the locality first 
4f you want to take some parts of these loans through 
organized market for them on bonds, and we take the 
shorter term and we leave the longer term for the . 
insurance, and so on, other organizations. S 
COMMISSIONER. LEMAN: Would you sometimes put 
in a bid for it where the municipality works on a pid? 
SENATOR, VAILLANCOURT: No, except for a little 
locality where they are asking us, "Do you agree to 
borrow $20,000 on bonds?", and at that time we lend 
the money at the same prices as we lend to our own 
members, but that is only very, very, very few. 
Ordinarly, any locality or school board, and 
so on, put an advertisement in the paper asking for 
public issuance, and after that we buy some bonds, but 
ordinarily we take shorter terms for the school, the 
parts guaranteed by the oowerninen’) that is all, and 
the balance isgoing on the free market outside. 
COMMISSIONER LEMAN: You want them to test 
the market, you don't want to make private deals with 
them? 
SENATOR, VAILLANCOURT: Very few. Sometimes, but a 
very small area. 
COMMISSIONER LEMAN: Could it happen that- 
the church might make a loan? 
SENATOR VAILLANCOURT: The same thing with the 


school or municipality, the same thing. 
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COMMISSIONER LEMAN: On page 61 you explain 
how the local caisses populaire is managed;that they 
always have to have a president, vice-president, 
secretary, etc., but that they will also have a manager 
and when they have a sufficiently large unit the manager 
will be a paid employee, but you also explain that 
sometimes the manager could be the president of the 
local? 

SENATOR VAILLANCOURT: . That is the exception. 

You know, some places on the North Shore where there 
are fishermen, and so on, you have perhaps a dozen 
people with very good training in these organizations, 
and sometimes we are obliged to have che president 
and the manager as the same man, and you know for 
myself that I am the manager and president of our local 
organization in. the Quebec area, the central organization, 
and I am the president and the manager, because I know 
we have some people who can do better than I, but they 
are patient with me because I am in the field for over 
50 years and that is the reason, that is all. 

COMMISSIONER LEMAN: But not generally? 

SENATOR VAILLLANCOURT: No, not generally. 

COMMISSIONER LEMAN: It is not usual for the 
two functions to be together? 

SENATOR... VAITLLANCOURT: No. The secretary and the 
manager, yes, that is usual, but not president and 
manager. 

COMMISSIONER LEMAN: And then going on a 
little bit further and still in the organization of the 


locals there, one of the bodies is one which you call 
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the Board of Supervision and you explain what its 
functions are; it is supposed to represent in effect 
shareholders and be sort of a watch-dog for the operations 
of the locals. How effective are the boards of 
supervision in fact, are they very active? 
SENATOR ., VAILLANCOURT: . Mr. Tremblay will answer 

to. that. 

MR. TREMBLAY: Well, I would say that a 
certain per cent of the supervisory are quite active 
and perform a very good job. In some other cases they 
may meet less often, and maybe by lack of knowledge 
of accounting practice they will only meet three or | 
four times a year, but then again they will perform 
quite a good job by making a perusal of the last 
inspector's report and see that some of the major 
points are correct, but unfortunately with certain 
personalities, who are probably high, I would say around 
40 or 50 per cent of cases, the supervisory committee 
do not function as well as they should. 

Now, in the big caisse populaire it is 
frequently impossible to perform the duty the way they 
do in the smaller credit unions because of office 
hours,, because. of. the time locks on the safes of the 
vaults, and they cannot get in after the offices are 
closed or over the weekend, so in the larger ones 
even if they wanted to it is pretty hard to perform 
their work the same as they do in the rural district 
in the smaller region. 

COMMISSIONER LEMAN: But do you feel that 


that institution in the system is really worthwhile? 
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MR. TREMBLAY: Well, we feel that it must 
be maintained because I forgot to tell you that in 
some of the larger caisses they might hire outside 
auditors -- that is rather infrequent, but it happens -- 
and they have the highest power in the society and they 
have the right to go to the manager if anything is 
found to be incorrect in the management of the society, 
so they are vested with very strong powers, and as 
inspectors we feel that we have a supervisory board. 
Even if he was inactive in practice he would be very 
useful in such a caisse if’ the federation or the 
inspection department found out some irregularities 
and we had to take some kind of action, because really 
they are vested with all the powers. 

COMMISSIONER LEMAN: Well, have you any figures 
on how often, for instance, this supervisory board has 
appealed to the shareholders over the head of the 
board of management? 

MR. TREMBLAY: Well, that would be very rare. 
In my personal experience of over a quarter of a century 
in this line of work I only know of a couple of occasion 
We don't have to resort to this means usually; we get 
the solution before that. 

COMMISSIONER. LEMAN:. It is just a reserve 
kind of --- 

MR,» TREMBLAY: It is: a last resort means 
of action. 

COMMISSIONER LEMAN: On page 75 you make 
a point of the fact that the regional body do not loan 


money to affiliated units to enable them to give loans 
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to shareholders, but nevertheless you do explain that 
sometimes these regional bodies will make loans to 
units; what is the purpose of the loan when it is 
made ? 

SENATOR. VAILLANCOURT: The purpose of the loan is 
this. You know we have rural organizations, local 
caisse populaire, rural places, and the others are 
in the city. 

During the springtime, April, May, June, July, 
and so on, the local rural organizations sometimes 
are obliged to borrow money because the farmers in the 
springtime want more money for feed, for farm machinery, 
and so on, to organize his planting for the summer, 
and very often the money will come back. 

In the city it is the contrary; they arrive 
in November and December, people want their money to 
pay the taxes, to pay for the gifts for Christmas, 
and so on, and you: know it is different during the year, 
and sometimes -- I remember in 1959 when the tight 
money arrived, the local caisse populaire was not 
very, very liquid and there were negotiations with 
the local, and so on, but we never borrow money through 
the local and for this local to borrow money for 
loan to their members, never. 

COMMISSIONER LEMAN: So, whenever there are. 

loans they are strictly seasonal and very, very 
short? 

SENATOR VAILLANCOURT: Ordinarily, yes, except 
in 1959 when the tight money arrived; the local caisse 


populaire was not liquid and the centre of negotiations 
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was with the local. 

MR. TREMBLAY: And this is to prevent the 
local society from selling this bond at a loss, at 
a very heavy loss, and in a small society where the 
reserves are small, to take a 10 point loss on an 
issue of bonds might wipe out all their reserves, so 
the central will step in and make a loan secured by 
these bonds, and the local society by stopping 
immediately all the loans and collecting what is coming 
due or what they can, and they recuperate, and in the 
measure that they do recuperate they reimburse the 
central; it is a temporary business. 

COMMISSIONER LEMAN: We will get into this 
business later of the reaction of the whole system 
to monetary conditions; ~I°-don't think we had better 
discuss it just now. 

You describe at great length here your 
inspection system, and I think that you have reason 
to be very proud of it and you seem to be very proud 
of it. ‘You refer in one spot to the fact that there 
is a subsidy involved to the province to help the 
system with its inspection system. What does this 
subsidy amount to now? 

SENATOR VAILLANCOURT: $90,000, but we spend 
a lot more than that; we receive $90,000 from the 
government and the balance is furnished by the local 
caisse populaire. 

COMMISSIONER LEMAN: What proportion of the 
total --- 


SENATOR VAILLANCOURT: It is one-seventh, I 
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think, from the government and six-sevenths from us. 
MR. TREMBLAY: The object of the federation is 
approximately 41 million so we get $90,000 out of it. 

COMMISSIONER LEMAN: But the budget of the 
federation is not all for inspection, is it? 

MR. TREMBLAY: No, but approximately 60 per 
cent is for the inspection and tht is the external 
services alone and a lot of the internal services of 
the federation are entered in the books as general 
administration and are also indirectly for the inspectio 
service, like the secretaries and the stenographers, 
the rent, the light, legal services and advice from 
the audit department. 

COMMISSIONER LEMAN: When the movement was 
starting, I can well understand why such a subsidy 
was necessary to help the movement and to get good 
quality of inspection, but now-a-days what do you 
feel justifies a subsidy on this? 

SENATOR VAILLANCOURT: I think that is 
justified because the government is not obliged to 
supervise, and if the government took the supervision 
and inspection of all local caisses populaires it 
will spend probably millions of dollars, and more than 
that, and this is the reason why the government gives 
$90,000. That is. a very good thing for us. 

MR. TREMBLAY: You take the fact of distances, 
for instance; we go to 900 miles, from Quebec right 
to practically Newfoundland, it is 16 miles across 
the Strait, and these are not easy localities to get 


to. You also have the Magdalen Islands and the Gaspe 
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Peninsula and Temiscamingue, and we have to cover all 
that ground and a lot of these people would never have 
any kind of banking facilities if we didn't do this. 
There is no privately owned company that would think 

of opening up a branch of some kind in these small 
places and we were the only one to go and make -- 

take the necessary steps to organize these people and 
help them out and do the promotion and the education 
and organize study groups and get them going, and 

even after that they didn't have a big choice of 
trained people in accounting. So, the first thing you 
know is the books are all out of order and you have 

to do the accounting for them once or twice a year, 

and then they are not very legible pieces of chequing, 
and things of that kind, or they get caught up in 
N.S.F. cheques, and things of that kind, and we have 

to send somebody to get them out of the hole, and 

that costs more than $90,000 a year. It costs a fortune, 
and if the government ever tried doing it, why, I agree 


with Senator Vaillancourt that they will find it 
costs them not $90,000,but you can put at least a 


Ssascbusniee behind it. 

MR. BOYER: I think on this matter of subsidy 
that it could be said in the Province of Quebec the 
government has no inspection service for the caisse 
populaire; the government relies on the federation to 
do this. In other provinces there is a whole staff 
of government employees to do this work, so I would 


surmise that the government of Quebec is saving money 


by giving this $90,000; it would be less than if they 
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had to organize their inspection service, so it is 


costing less to do it this way. 
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COMMISSIONER LEMAN: Of course, there is 
nothing that would stop a government from having an 
inspection service and assessing the cost on the 
inspection. It is done in quite a few other fields. 

SENATOR VAILLANCOURT: But every local caisse 
populaire every year is obliged to report to the 
government, signed by our inspector -- once a year. 

That is not only our reports; it is all the details 
of the work of the local caisse populaire, and this 
report is sent in. 7 

COMMISSIONER LEMAN: I don't blame you if 
you can get it; that is very nice. Would you explain 
to us a little what is the real authority of the 
parent organization in the field of inspection? Is 
inspection compulsory for every unit in the system? 

SENATOR VAILLANCOURT: Yes, according to 
the law every local caisse populaire is obliged to 
be inspected by us, or they are obliged to pay for 
inspection by the Minister of Finance. 

COMMISSIONER LEMAN: What is the real authority 
of these inspectors? What can they do if they find 
something that is not quite according to the rules? 

SENATOR VAILLANCOURT: In the past the 
situation was not the same, because in the past all 
the people were supposed to be honest, but now there 
are some temptations to change a little bit, and if 
we discover something wrong in the local caisse populair 
we advise, first, the supervisory board, and the board 
of directors, and if there is no change we have the 


right to advise the government, and the government sends 
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the proper inspectors. After that the government can do 
what they think is necessary. However, in 99.9 per 
cent of their cases we settle the situation direct 
with the local caisse populaire. 

COMMISSIONER LEMAN: What are your weapons? 
Can you suspend a unit? 

SENATOR VAILLANCOURT: No, not according to 
the law, but we expect at the next session we will 
have this authority to suspend directly. When we arrive 
at the local caisse populaire and discover some theft 
or something we have now asked that the law be changed 
and that we have the right to suspend the manager or 
any of the people. According to the law the manager 
and every person working in the caisse populaire is 
obliged to furnish a bond or insurance guaranteeing 
their honesty, and if we discover something wrong we 
advise the insurance company and immediately they say, 
"After today we cancel the insurance", and they advise 
all the board of directors and the commissioners and 
so on, and that is enough. 

COMMISSIONER LEMAN: That. is firmly effective? 

SENATOR VAILLANCOURT: Absolutely. 

COMMISSIONER LEMAN: But does the government, 
despite the fact it has left the inspection system 
to the federation, check on the quality of inspection? 
Does it go over with you the methods used in inspecting 
all the procedures? 

MR, TREMBLAY: We report once a year to the 
government. It is in the contract that we must do 


at least one inspection a year, and at the end of the yea 
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we have to submit to the government the name of the 
inspectors, the condition of their hiring and the 
necessary proof of their competence. Then we also 
submit to them a statement of the expenses involved 
and the number of inspections that have been carried 
out during the year, and the subsidy is so arranged 
that if we do not do all of the inspectionswe do not 
get it all. So, it is linked together: It is so 
many dollars per inspection up to $90,000. Of course, 
we always get it because we always perform the 
inspection once a year, and when necessary we may do 
it three or four or ten times, as we see fit. 

COMMISSIONER LEMAN:> What do you refer to 
when you talk about the permanent inspection of the 
regionals? 

MR. TREMBLAY: That point is to cover up the 
incapacity of the supervisory board to perform any 
kind of intelligent audit or work in their proper 
function. They are benevolent officers and you cannot 
expect a man to take control of a central with 50 
or 60 employees and with a turn-over of 60 or 70 thousan 
cheques or orders of payment a day. It is so complicate 
We have at times as many as 20 or 25 senior inspectors 
to take complete control of the vaults and the chest 
and the clearing, the incoming mail and the outgoing 
mail, and only well trained personnel in that line of 
business can do that type of audit. It is about the 
same thing as the inspection of a main office of 
a chartered bank. They may prepare that inspection 


for months ahead of time and will go over there with a 
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big staff. 

We call it "permanent inspection" because 
we feel the turn-over has Bésons so large that they 
also act as custodians. They do the safekeeping of 
the bonds owned by the local societies. So, they 
are really trustees for millions of dollars of bonds. 
So, we feel we have to go more than once a year, so 
we organized a special department within the inspectors'! 
department with trained men, trained in the clearing 
operation and the central operation, and when they 
come in to take control three or four or five times 
a year we add to that the necessary extra staff to 
perform the start of the inspection and they do the 
rest themselves. That is really to supplement what 
the supervisory committee cannot do at that level because 
itis too biz. 

COMMISSIONER LEMAN: Is it permanent in the 
sense that you have a staff of inspectors that stays 
with that region? 

MR. TREMBLAY: All year round, and in the 
bigger ones, in fact, we may have at least one man, 
and sometimes more, who will be there practically all 
year round -- all the time, checking out things and 
doing some different types of spot checks according 
to whatever plan we make at the beginning of the fiscal 
year. 

COMMISSIONER GIBSON: He acts as a sort of an 
office auditor? 

MR. TREMBLAY: He will be acting somewhat like 


an internal auditor at the same time and check the 
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procedure,the routine, and if there is anything that 
seems to offer a loophole for an employee to go on 

a side-track, we will discuss it immediately with 

the authorities and take the necessary steps to correct 
it. 

COMMISSIONER LEMAN: When the inspection is 
made of a local they make a report of their inspection 
to the board of that local: Do they send a copy of 
their report to the regional or the big federation? 

MR. TREMBLAY: The report is not made to the 
local society. The report is made to the federation. 
The inspector is working not for the local society, 
but for the federation. The report is sent in four 
copies to the federation where it is analyzed first, 
and then we make moral recommendations, and in certain 
cases if there is anything wrong a special report 
is made to the board of directors or the executive 
committee of the federation. In those cases that 
special report that is taken cver to the board of the 
federation is also sent to the regional unit for action, 
and in all cases the report is sent by the federation 
to the president of the local society under registered 
mail -- never to the manager -- and the letter to the 
manager saying that the inspectors! report has been 
sent to the president under registered mail, and a 
copy sent at the same time to the regional unit with 
the proper comments of the federation on the subject. 

COMMISSIONER LEMAN: Does the board of 
management of the local get a copy of the report of 


the inspector that is sent to the federation? 
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MR. TREMBLAY: Yes, but they get it by the 
federation, not from the inspector. While the inspector 
is performing his work, and before it is over, he 
will discuss his findings with the manager and the local 
officers and before he leaves he will generally -- in 
75 per cent of the cases -= convene a joint meeting 
with the members of the three committees -- the board 
of directors. the credit committee and the supervisory 
committee, and discuss with them the findings of the 
inspection. So, even before the report comes in they 
will know what is wrong and what is right and they 
make appropriate plans to remedy whatever situation may 
anise 

COMMISSIONER LEMAN: Because I have seen report 
of auditors in other types of concerns, like in my own 
business, and sometimes the auditors will make a note 
that there was weakness in certain accounting procedures 
but that this, after discussion with the local accountant, 
has been corrected. 

MR, TREMBLAY: That is right; that is what 
we do. 

COMMISSIONER LEMAN: Do you have a systematic 
system of rotation of inspectors so it is not always 
the same inspectors? 

MR. TREMBLAY: That is automatic. It is the 
secretary of the service who makes the programmes, 
and we make it a matter of practice never to send 
the same inspector more than once to the same caisse 

Populaire or, if he goes a second time, generally he 


will not be in charge of the inspection. So, there is 
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a complete shift all the time; we are very careful 

of that. I must insist all these inspections, whether 
in the local societies or the central, that I am the 
only one with the authority to decide when and where -- 
the only one of the staff to make a decision on that. 
It is always unknown to the local society. We never 
give prior advice to the local society -- "Get ready, 
we are coming". 

COMMISSIONER LEMAN: It is a surprise audit? 

MR. TREMBLAY: Surprise audit all the time. 

SENATOR VAILLANCOURT: And if we have some 
suspicions we go two, three or four times. 

MR. TREMBLAY: We go as often as necessary; 
we repeat. Let us say we finish an inspection yesterday 
We may start again this morning, or next week. If we 
have suspicion, we get after them until the problem 
is settled. 

COMMISSIONER LEMAN: There are now a very large 
number of units in the system: What is the record of 
units terminating business, going into liquidation, say, 
over the last 20 years or so. 

SENATOR VAILLANCOURT: 62 or 67. 

MR. TREMBLAY: I have it here: Over the last 
16 years there have been 70 closed societies. Out of 
that there are 47 local or ordinary caisses populaires; 
also , a kind of savings organization for use, one 
being for the girls and the other one being the boys; 
there were eleven of those. Those have been married 
to the local society. They were really independent 


societies. There were eight college units in schools 
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and four others. For your information, only five of 
those 47 local societies were urban societies; 42 
were rural. They would be mostly located in the 
Gaspe Peninsula and Temiscamingue, and one of the reason 
for closing them is not for the lack of need of saving; 
it is because it is practically impossible to have a 
trained man or a trained person accepting "> work for 
nothing and keep that little credit society with $3,000 
or $4,000 of assets, and we keep on changing managers 
and treasurers all the time. So, in some cases we had 
to close those. The rest are spread all over the provinge: 
There would be one in Chicoutimi; one in Sherbrooke, 
and different localities. 

GOMMISSIONER LEMAN: Gan the members usually 
manage to join another caisse when that caisse is closed 

MR. ‘TREMBLAY: It is not always possible becaus 
you have to take into consideration in any rural distric 
the territory of the parish would be such that there 
would be ten miles distance between the villages, and 
it is hard to ask somebody to go ten miles away to the 
other locality to dohis caisse populaire business. So, 
it is really a bad thing for the population to he 
deprived of their services, because there are no 
banks in those localities for miles and miles -- sometimes 
25 or 40 miles. 

COMMISSIONER LEMAN: ‘These were just closed 
and liquidated because they were not what we call viable 
MR. TREMBLAY: Without losses of any kind. 
COMMISSIONER LEMAN: Are there some, for one 


reason or another, that went bankrupt? 
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MR. TREMBLAY: No. There is only one and it is 
because they wanted to. We did everything we could to 
help them out and, as a matter of fact, we had them out 
of the hole at the time but they decided they were 
smarter than the authorities. The Senator, himself, 
went over there and we took a lot of trouble to, try 
to get them out of the ditch, but they said, "To heck 
with you". We could have helped them out completely, 
as we have done in other cases. We have ways and means 
of getting out of bad spots. ! 

COMMISSIONER LEMAN: Tt was just not well 
managed. Has another caisse peemiteundne inthe same 
territory since? 

MR. TREMBLAY: Unfortunately not, 

COMMISSIONER LEMAN: You also have in the 
system an insurance organization, and here I am not 
talking about a life insurance society, but the 
fInsurance that you have organized to cover losses of 
caisses that might occur for one reason or another. 

Do you feel the insurance coverage now is sufficient 
to cover all possible losses? Is there any record of 
losses that the insurance did not quite cover? 

SENATOR VAILLANCOURT: Yes, sometimes, but 
we have a special fund: When the caisses populaires 
pay their contributions to the central organizations, 
and the regional organizations, we take 10 per cent 
from that to organize a special fund -- a security 
fund -- and sometimes it is for burglary, theft or 


embezzlement. 
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MR. TREMBLAY: hae happened in a 
few cases that the amount of coverage has been in- 
sufficient to cover up the loss but it has been very 
rare -- very rare. I might think of maybe five 
over a period of the last ten or fifteen years. Now, 
even in those cases there might be possibilities of 
recovery over a certain period of years. Actually, 
the insurance policy, the blanket policy that we have 
I presently feel is very good. We were insured before 
by private enterprise in the insurance field. Now 
it is insured with our own insurance company and I, 
personally, have worked on this problem for several 
years starting back in 1935 and we have evolved a type 
of blanket policy that suits absolutely well the needs 
that we have, so I feel very strongly that we have 
better protection than © anyinsurance can give us 
because they would not probably have special policies 
for that type of business that we are handling. 

COMMISSIONER LEMAN: What sort of physical 
means of protecting assets that could be stolen or 
lost are used for the small caisses? Do they keep 
their valuables in the back as much as + AGE: or 
keep as little as possible on the premises? 

MR. TREMBLAY: They might have safes. Of 
course, if it is a very small caisse populaire just 
starting up they have no money and they will have a 
cheaper type of safe, but it is less dangerous because 
they have less money, they are small. As they grow 
up they will feel the necessity to get a better safe 


with a better chest and if they Still do not have time 
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to build up the proper reserves then some regional 

unions will helo»them out in supplying-them with a 

fairly gooc safe and chest until they can repay it 

over a period of years or amortize it over a period 
of years. 

On that point we have been doing quite a 
bit of work in recent years because of this epidemic 
of thefts and burglaries to get the best we can for 
the society. Of course, you cannot expect to have a 
$10,000 safe for a $25,000 caisse populaire -- it 
would be ridiculous; but we try to have. the best for 
the size of the society. If it so happens that their 
safe is not a top quality safe, we take great care in 
seeing that they carry the smallest amount possible in 
cash and vutcall the: securities in custody in the central). 

COMMISSIONER LEMAN: I think I would like to 
sive some other Commissioners a chance to ask questions. 

COMMISSIONER: BROWN: You mentioned once before 
that the centrals are trustees for the locals for 
millions of bonds. You just now made reference to 
the fact that the centrals act as custodians for the 
bonds for the local caisses. Is this a general pro- 
cedure? Does central usually hold the securities belonsing 
tonthe: units? 

MR. TREMBLAY: Yes, they have the proper 
vaults and organization and proper insurance coverage, 
armed suards and syeaeehee 

COMMISSIONER BROWN: TI thought I would follow 
that because the questions I want to ask now are 


more on the distribution of assets -- not distribution 
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physically but the distribution as between types of 
assets. In your brief you nalietse that cash is usually 
maintained at a 15 per cent sents, 5 per cent in the 
local in the form of currency or till money and in 
the chartered banks and 10 per cent on deposit with 
the central. This is not a 1adat sequirGeere but 
I was going to ask you what is the general practice 
with the centrals? 
MR. TREMBLAY: The general practice on 
what? 
COMMISSIONER BROWN: Well, what percentage 
do they keep in cash? | 
SENATOR VAILLANCOURT: At the central? 
COMMISSIONER BROWN: Yes. 
SENATOR VAILLANCOURT: Oh, 50 per cent. 
COMMISSIONER BROWN: TI notice that although 
you say that it is generally maintained at 5 per cent 
in the locals, the statistics do not show this. They 
Show it running at less than 5 per cent, is that correct? 
MR. TREMBLAY: I do not think so. 


COMMISSIONER BROWN: On page 185 of the French 


version. 
MR. MORIN: You have 250 deposited in 
central, 
COMMISSTONER BROWN: We are talking about 
cash, 5 per cent maintained at the locals. in: this 


case it shows a total of 14 plus'three which is 17.6 


. out of 687, so that is less than 5 per cent. 


MR. TREMBLAY: But the cash on hand must 


be aS low as possible to minimize the risk of burglary 
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or holdups. We do not have to keep hardly anything 
and we put it in the central as soon as possible and 
get some return on it and have it protected. 

COMMISSIONER BROWN: All I am getting at 
is you say it is maintained at 5 per cent. 

MR. TREMBLAY: It is not the operational 
rule. Tt,will vary greatly between the local societies. 
In certain cases... they may need more than 5 per cent 
tin cash in the drawer because they have a bigger volume 
of business transactions; in some other cases they 
hardly need any. 

COMMISSIONER BROWN: So this general rule 
is very flexible. 

MR. TREMBLAY: Well, it is flexible, yes. 

COMMISSIONER BROWN: I just know it runs 
down to about three in the local, but your overall 
is about 9 per cent or 10 per cent. 

MR. TREMBLSY: Yes, because of the big 
amount that the central keep liquid. 

COMMISSIONER BROWN: One question on that. 
The deposits with the centrals chat the centrals keep 
in chartered banks, do you keep those just in a current 
account or are they on deposit, that ia: earning some 
interest for you? 

SENATOR VAILLANCOURT: No, current account. 

COMMISSIONER BROWN: No interest? You 
do not use 90 day deposits? 

SENATOR VAILLANC OURT: No. 

COMMISSIONER BROWN; Have you tried to use 


90 day deposits? 
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SENATOR VAILLANCOURT: Yes, and for 90 days 
we prefer to buy some government treasury bills. 

COMMISSIONER BROWN: We have heard some 
other financial intermediaries who said they were able 
to put them on deposit for 90 days to get interest 
and they could take them out before the 90 days and 
sacrifice the interest if they needed them. Now, 
have you tried this? 

SENATOR VAILLANCOURT: Oh, sometimes we 
have some special agreement with trustees or some 
trust’ company for 90 days, but very few. We prefer 
to borrow treasury board 90 days. 

MR. TREMBLAY: If they could give us a 
big rate of interest we think that we can do as well 
as they can as a general rule. 

COMMISSIONER BROWN; Your cash ratio on 
a consolidated basis is running, as I said, around 
10 per cent, -- it is just under 10 per cent. Now, 
this is considerably higher than the credit unions 
run on a consolidated basis. Can you explain why 
you prefer to keep it around 10 per cent? 

SENATOR VAILLANCOURT;: You know our experience, 
especially in 1939 epee the situation was very, very 
scarey, et cetera, and at that time we had some trouble. 
I do not like to come back to this time. That is the 
reason -- our experience. 

COMMISSIONER BROWN: Your experience has 


made you be very conservative? 


SENATOR VAILLANCOURT: Absolutely. 
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COMMISSIONER BROWN: Similarly your liquidit 
ratio in the form of cash and marketable sadiet eres 
runs around 50 per cent? 

SENATOR VAILLANCOURT: 40 to 50 per cent. 

COMMISSIONER BROWN: It was 35 per cent 
before the war. Why did you change it to 50 per cent 
after the war? 

SENATOR VAILLANCOURT: The same argument 
and the same answers -- our experience. In 1959, 
which is not very long ago, we had some trouble with 
some caisses populaires having only 30 per cent liquid 
assets, and sometimes we would be obliged to sell our 
bonds at a loss of ten points, et cetera. We did 
not like that. That is the reason we prefer to go 
too far on the one side than be in trouble on the 
other side. That is our experience. 

MR. TREMBLAY: It is a question of confidenc 
Our people are sure they can get their money back. when- 
ever they want so you see by the result the answer. We 
keep very much with loans and maybe would have less 
assets. It is a question of confidence. People with 
money do not like to put it somewhere where they feel 
they cannot get it back when they need it. 

COMMISSIONER MacKEEN: In the period 
mentioned did you have abnormal withdrawals by depositors? 

MR. TREMBLAY: In what period? 

COMMISSIONER MacKEEN: 1939. 

SENATOR VAILLANCOURT: 1959. 

MR. TREMBLAY: 1939 it was the beginning 


of the war so at the time we did not know what was coming 
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so we felt that because of the unknown future -- 

COMMISSIONER MacKEEN: We11, 1939 was tight 
money too, but that was just on account of withdrawals 
at that time? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER LEMAN: You could not get an 
insurance policy against falling bond prices? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER BROWN: You carry your own 
insurance for that by distributing the maturities, and 
I gather you have a suggested distribution of 10 per 
eent each year over a ten year basis, but again you 
are not able to follow this exactly? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER BROWN: I notice you said it 
was very unusual to go beyond ten years, but on page 104 
it shows that 73 per cent are in this category. This 
is an example of 278 caisses and on the same page it 
shows that the centrals have 9.1 per cent beyond this 
ten year category. 

SENATOR VAILLANCOURT: Yes, but you know 
some years ago in the province of Quebec the government 
took all the debts of the school board organizations 
in the province of Quebec and obliged us to change 
them for bonds for 20 years at low interest rates, 
et cetera, and we were obliged to take that. 

MR. TREMBLAY: There was a forced conversion. 

COMMISSIONER BROWN: This explains this. 

MR. TREMBLAY: Yes, to a certain extent. 


SENATOR VAILLANCOURT: And after that when we 
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eet 


buy some federal bonds sometimes we will take 15 or 20 


years for the federal or province, but after that not 


after ten years. 


policies 


COMMISSIONER BROWN: 


You refer to your 


having been based on previous experience? 


SENATOR VAILLANC OURT: 


COMMISSIONER BROWN; 


Yes. 


Did that experience 


with school bonds make you a little cautious about buyin 


school bonds? 


SENATOR VAILLANCOURT: 


Oh yes. Now, ordinarily 


in school bonds we take only the parts guaranteed by 


the government. They guarantee 


years, board bonds. 


not guaranteed by the government. 


COMMISSIONER BROWN: 


these from one to five 


We do not take longer than that, 


You mention that the 


experience in 1959 influenced you to keep a larger 


cash ratio? 


contrary of that. 


SENATOR VATLLANCOURT: 


Not larger, but the 


We were forced by the circumstances 


of the situation, et cetera, to reduce our cash. 


Senator. 


COMMISSIONER BROWN: 


You misunderstood me, 


ty noticed from the statistics that before 


1959 your cash was running around 7 per cent and 8 per 


cent and after 1959, after that experience, you raised 


4t consciously or unconsciously to around 10 per cent? 


SENATOR VAILLANCOURT: 


COMMISSIONER BROWN: 


be just a temporary thing? Do 


SENATOR VAILLANCOURT: 


Yes. 
Now, is this going to 


you think you will 


gradually work down to about 8 per cent again? 
4 


I would say it has be 
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a temporary ore for the last ten years. 
COMMISSIONER BROWN: No, this is only 
the last three years. 

MR. TREMBLAY: What happens in a case like 
this, you must remember that we deal with 1,250 odd 
individual autonomous bodies. Now, there are local 
conditions which are quite different in the same 
province as big as the province of Quebec and what 
happened in 1959 was that only a few units were a 
little bit short of liquidity. Maybe they had been 
the ones receiving instructions to change their 
policies and to act differently, but maybe they thought 
they were smarter than the ones telling them what to 
do, and when they tasted the tight money period in 
1959 they were converted and they had to because they 
would have closed their doors, so they started to raise 
their liquidity and they came up to the standard that 
now we have peace with them. So that might oreiein 
why in the graph you have a different line of percentage 
that seems to be on the higher trend, but the rest of 
the picture remains practically the same. There might 
be some adaptation as we go on to be more careful in 
one or two instances, but the trend is strong. The 
percentage of liquidity that we recommend is generally 
enough under normal circumstances to face any eventualities. 

COMMISSIONER GIBSON: Senator Vaillancourt, 
I would like to ask just a few questions about the 
nature of your investment policy. Going back to one 


of the questions Mr. Brown asked, about the character 
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of your investment portfolio and its Gat acheies on 
pages 102, 103 and 104 of the original date brief, 
you give this information and you suggest a certain 
pattern for the portfolio and apparently this is a 
same pattern that was suggested for the central and 
the local. 

COMMISSIONER VAILLANCOURT: Yes, that is 
according to the laws. 

COMMISSIONER GIBSON: But in fact they 
differ quite a little. The central has more of what 
you would call marketable securities and the local 
has less. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON:. This is for liquidity 
reasons, I take it? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Now, the same thing 
is true when you come to look at the term of the 
securities. You suggest roughly 50 per cent under 
five years, 50 per cent over five years, but actually 
the locals and the centrals are more liquid than that? 

MR. TREMBLAY: Central is more liquid, 


yes. 
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COMMISSIONER GIBSON: Even the local shows 
71 per cent under five years. 

SENATOR VAILLANCOURT: Yes, but you know 
that the central owns more federal bonds and you know 
that the federal or provincials, they only have one 
or two issues, ten years or. twenty years, that is the 
reason and the government bonds are more -- the, market 
is better than the other, that is the reason, and 
after that this same local caisse populaire borrow 
some money through their school board. 

COMMISSIONER GIBSON: And that would be 
serial bonds? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Some are payable every 
year? 

SENATOR VAILLANCOURT: Yes. 

MR. TREMBLAY: There is another reason too, 
Mr. Gibson; in the central it has been said a little 
while ago that they have to keep a much higher 
proportion of cash on hand. 

COMMISSIONER GIBSON: Yes. 

MR, TREMBLAY: No --- 

COMMISSIONER GIBSON: So the suggested maturity, 
it doesn't mean as much for the central as it does 
for the local; the central will be more liquid? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: Do the centrals do 
much trading in securities in the sense of trying to 
improve yields? 


SENATOR VAILLANCOURT: No. 
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COMMISSIONER GIBSON: You don't, for example, 
when you are able to take a Province of Quebec bond 
at a certain maturity and turn it into another one 
with similar maturity and better yield, you wouldn't 
do that? 

SENATOR VAILLANCOURT: Generally, no, because 
we figure when we buy some bonds, and so on, this 
year we are glad to receive $10 million or $5 million, 
and so on, and it all is selected every year for the 
amount shay are aipaouka to refund the money. We don't 
speak of that. 

COMMISSIONER GIBSON: So that in this particula 
area you don't respond very actively to short-term 
market changes and the security prices? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER GIBSON: And there would be very 
Little if any trading, I take it, in the locals? 

SENATOR VAILLANCOURT: Very little, but a 
lot in some of the centrals where they have large 
blocks. 

| MR, TREMBLAY: There may be switches in 
certain cases. 

COMMISSIONER GIBSON: That is what I was 
thinking of, "switches" is a better word. 

MR. TREMBLAY: But that will be rather rare. 

COMMISSIONER GIBSON: Have you ever Seaneke 
. of doing more of this as a means of enhancing your 
economy? 

SENATOR VAILLANCOURT: No, no. Our experienc 
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the ng sake has changed so rapidly, but I think it 
would be better to play the safe side, and we know 
that we place our Senna at such interest, and so on, 
and at such time and another time in another amount, 
and so on. 

MR. TREMBLAY: What we have we hold 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Are you influenced 
in the locals in the amount of securities you hold by 
the comparison of interest rates betweer securities 
and what is being paid on loans at a given time? 

MR. TREMBLAY: Yes, there would be an 
influence there. If you have a caisse populaire with 
only bonds in its portfolio and you have your loans 
which are necessarily at a high rate of interest, that 
will affect the revenues in the societies, and there 
are some societies of that type where people seem to 
be all on the rich side and there are no borrowers, 
or very little, and on the other hand you sometimes 
have the reverse situation, but there are plenty 
of demands for loans. Of course, that society will 
get a better revenue out of that money loanded to the 
members and as the bond revenue will be less, well, 
that will put them in a better position generally 
speaking to have a better revenue out of those operations. 

COMMISSIONER GIBSON: If bond holdings were 
quite high would they push their loans a bit? 

MR. TREMBLAY: Well, we never push the loans, 
we just let them come. We are not there to show the 


people how to get in debt; we are there to teach them 
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how to get out of debt, so it is the reverse. We are: 
not in the business, strictly speaking, to do loans, 

and that is the incidence of the type of business 

we are doing. We are there to see that their needs 

for credit are for useful purposes, so we will let 

them come. We don't have to tell them how to spend 
their money; they know it by themselves, but if 

they come and ask caisse populaire to borrow for 

what we think is an unproductive and non-useful purpose, 
we just say no. So, that is about the way it works. 

COMMISSIONER GIBSON: So, your security holding 
are based in part on how much of a need and demand 
there is for loans and mortgages in the area? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: If there is a large 
demand for these the security holdings will be smaller 
than otherwise, and vice versa? 

MR. TREMBLAY: Right. 

COMMISSIONER GIBSON: You are prevented by 
law from investing in other provincial and municipal 
securities than those with the Province of Quebec, 
is this correct? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: And do you find this 
restrictive; would you like to have broader investment 
powers? 

MR, TREMBLAY: I don't see why. The basis 
of co-operative savings and credit is to keep the 
money in the localities where it has been produced, 


so that the same principle will apply in any province 
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that I know of. 

SENATOR VAILLANCOURT: But we had some 
experience on that before the law has been changed 
in Quebec. Some local caisse populaire borrow money 
in Vancouver and it had a bad result to some of the 
other people from outside of the country, and so on, 
and we said that it is not right for us or fair for 
our members to take the money in Quebec or from some 
locality and put their money outside of the country, 
and so on. 

COMMISSTONER GIBSON: We have heard quite a 
few --- 

SENATOR VAILLANCOURT: And we can't control 
that. 

COMMISSIONER GIBSON: We have heard quite 
a few representatives of the financial world who would 
like to have their investment powers widened. You 
don't have such a feeling? — 

SENATOR VAILLANCOURT: No, not for us. 

COMMISSIONER GIBSON: So, to sum up on your 
bond transactions, you basically buy bonds to keep 
them; you don't trade in them? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER GIBSON: So that you don't have 
what you call a trading staff; you have relatively 
small investment departments in your centrals, do you? 

SENATOR VAILLANCOURT: Well, you know when 
the local caisse populaire asksto buy some bonds,and 
so on, it is analyzed before that, the situation of 


the locality, and so on, and Mr. Charron and the other 
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men in the office study that and they can answer 
yes or no or that the price is too high, and so on 
and we changed after that the issue of the bonds... 


tee 
ra eh 
2 a Oe 


You know, one caisse populaire had 40 persons 
in the bond issue in 10 years and we have said it is 
not good for you to take the other bonds and issuing 
them for one, two, three, four, five years, and so on, ~ 
for the assets, and to receive the money every month, 
and so on, and. they changed it. 

COMMISSIONER GIBSON: Do you centralize 
your bond purchasing with the locals in the centrals 
to a degree? 

SENATOR VAILLANCOURT:. Ordinarly with our 
local caisse populaire they ask the central organization 
to furnish the bonds. 

COMMISSIONER GIBSON: Do you adivse on the 
purchase of bonds? 

SENATOR VAILLANCOURT: We purchase the bonds 
from the dealers. 

COMMISSIONER GIBSON: Yes. 

SENATOR VAILLANCOURT:. All the dealers in the 
Province of Quebec; we have no special dealers, and 
so on, and we don't control any dealers, and so on, 
but we try to get people to buy such types of bonds, 
and so on, and the market is better, and so on, but we 


don't control --- 
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COMMISSIONER GIBSON: What’ I am trying to 
get at, Senator, is do the locals accept advice in 
purchasing bonds from the centrals? > 

SENATOR VAILLANCOURTA: Yes, generally, in 
most cases. : 

COMMISSIONER GIBSON: nebd aledanen practice 
for the central to give advice to the local?— 

SENATOR VAILLANCOURT: Yes: 

COMMISSIONER GIBSON: re theisert of securities 
it ought to buy? | 

> - SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: And even to purchase 
them for them at times, I take it?_ 

MR. TREMBLAY: And the sale would be done 
by the central. 

SENATOR VAILLANCOURT: Because when new bonds 
arrive on the market every local catisée populaire can 
buy 10,000 or 5,000, and so on, but if the central 
arrived with half a million dollars at a better price, 
than we can sell to our members at a better price. 

COMMISSIONER GIBSON: Well, the centrals would 
know many of the borrowers whose bonds they were 
purchasing very well, wouldn't they; they would have 
had a lot of experience with their securities? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: And particularly the 
municipalities. You must be one of the largest tenderer 
in the market for municipal bonds in Quebec, is this 


not true? 
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SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Does this make the 
market for municipal bonds in Quebec particularly 
good, better than the rest of the country? 

SENATOR VAILLANCOURT: I don't know, but I 
think this is a good thing. We receive the reports 
every day from the government on the situation on 
every municipality, and so on, and we study that; we 
review the market and we study the situation of these 
municipalities, the towns and the cities and the 
villages, and after that we say no or yes. 

MR. TREMBLAY: What do you mean by good market 
but low yield? 

COMMISSIONER GIBSON: Good prices for the 
sale ofthe bonds. 

MR. TREMBLAY: Well, in our case we don't mind 
that because it will help to finance some local Bodian, 
If we were in search of profit we might be interested 
in something else. 

COMMISSIONER GIBSON: I don't know, but I 
suppose your standards would have an influence on many 
of the municipalities with whom you deal? 

SENATOR VAILLANCOURT: Sometimes, yes, Sure. 

COMMISSIONER LEMAN: Commissioner Gibson was 
not suggesting this is a bad thing. 

SENATOR VAILLANCOURT: Oh no. 

COMMISSIONER BROWN: I was interested in this 
because most buyers usually say that they are paying 
too high a price. 


THE CHAIRMAN: We will adjourn now for about 
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10 minutes. 
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THE CHAIRMAN: We shall now resume. 

COMMISSIONER GIBSON: Senator Vaillancourt, 
I would like to ask you one more question about the 
securities investment practice, and it is a question 
on the valuation of your investments as to how, if at 
all, it affects your investment policy. I take it that 
you value your odes Gaenien both in the locals and 
the centrals at book value? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Now, when the book 
value is above the market value, does this mean that 
you are very loathe to sell these securities? 

SENATOR VAILLANCOURT: That is for the reason 
that we don't speculate on our bonds, to sell and change, 
and so on; we fix the price on our books and we wait 


until the maturity of the bonds. 
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Ordinarily we P8Y one or points lower than par, and 
when the bonds mature we receive one or two per cent 
more benefit. 

COMMISSIONER GIBSON: Is the accounting practic 
of always showing the securities at book value and 
not rating specific reserves against them when they 
go down? 

SENATOR VAITLLANCOURT: No. 

COMMISSIONER GIBSON: This is another reason 
for not trading the bonds? | 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Turning to your lending 
business, a relatively small part of the assets of the 
caisse populaire are in personal loans; it is about 
8 or 9 per cent? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Is there any trend here? 
Are you tending to increase this type of business? 

SENATOR VAILLANCOURT: Yes, we try to increase 
that, but we do business only with our own members. 

We are not in the field at large, as our other organizations. 
As I have said before, the first thing for us is the 

moral guarantee, and if people come to borrow some 

money to go for a vacation -- you know the advertisement 

"Go on vacation now and pay tomorrow" -- and we are 

afraid of that. We prefer to say, "Save this year 

and go on vacation next year." 

When you take the number of personal loans, 
we have over 100,000 loans last year, and every year -- 


more than that -- and we are increasing every year. 
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COMMISSIONER GIBSON: The average size of 
the loan is quite small, isn't it? 

SENATOR VAILLANCOURT: They are between 100 
and 500 on average. 

COMMISSIONER GIBSON: And your medium interest 
rate is quite low too? 

| SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: It is around 7 per cent? 

SENATOR VAILLANCOURT: 7 per cent, but 
ordinarily it is 6 per cent plus life insurance. 

COMMISSIONER GIBSON: The 7 per cent medium 
figure includes the cost of insurance? 

SENATOR VAILLANCOURT: Sometimes it includes 
that, and that is simple interest: 6 per cent, I suppose, 
for $100 over 12 months, but we charge interest and 
I suppose the borrowers are supposed to refund the loan 
in 12 months, and we give $100 to the borrowers. 

COMMISSIONER GIBSON: This is a true interest ~ 
rate? 

SENATOR VAILLANCOURT: Yes, true interest, 
and after one month they refund $10 and we charge 
6 per cent on $100 for one month, and the next month 
on $90; and at the end of the year, instead of paying 
10 or 11 per cent you pay 6 per cent, and you pay 
$3.50 for one year for $100. 

COMMISSIONER GIBSON: So your rates are really 
very competitive, aren't they? 

SENATOR VAILLANCOURT: Yes. 

MR. TREMBLAY: Mr. Gibson, I have something 


to add to this statement: In 1961 we did exactly 
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115 thousand personal loans for $152 million, but in 
the mortgage section there has been quite a bit of 
personal loans which have been booked as mortgages. 
They would be the consolidation of debts: We have 
a member comes along and he is loaded up with debts 
all over the place -- small loan companies, merchants, 
hospital bills and taxes, and instead of just making 
him another loan on which he will have to make some 
more instalments, which are already too heavy, we 
will take the whole thing and pay the other debts 
immediately, and we consolidate with the mortgage on 
his property. So, there are a lot of our personal 
loans that are really booked as mortgages in our state- 
ments. 

COMMISSIONER GIBSON: The reason they are 
under mortgages is that you have taken the mortgage 
as a security? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: But it is really a persona 
loan? 

MR. TREMBLAY: Yes, and there is another 
reason, and that is because there is a limit by 
each caisse populaire of $500 or $1,000 at the general 
meeting, and we can't go beyond that unless the member 
furnishes some kind of security, and a mortgage is 
an acceptable kind of security. 

COMMISSIONER GIBSON: Would you have any idea 
what proportion of your mortgages might be loans of 
this character? 


MR. TREMBLAY: That would be pretty hard to 
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estimate, but I would say it may be 5 per cent or 10 
per cent -- maybe 15 per cent. 

COMMISSIONER GIBSON: So it might actually 
double your personal loan figure? 

MR. TREMBLAY: I think it would double at 
least the amount in aeney -- not in number. 

| COMMISSIONER BROWN: If it is a mortgage loan 
do you ask the purpose of the loan in the same way? 

MR. TREMBLAY: The same way. Nobody can 
borrow unless he specifies the purpose. 

COMMISSIONER BROWN: If he has borrowed for 
a foolish purpose elsewhere and wants to borrow on 
a mortgage to repay this foolish loan ...? 

MR. TREMBLAY: It may be a pretty good way 
to satisfy his need and to teach him a proper lesson 
so that the next time he will know where to go to 
borrow and he will be willing to accept somebody 
else's criteria about the purpose of a loan. They 
are really checked by the credit commission and if 
they make a foolish move we try to educate them and 
talk them out of the expenditure if it is not necessary. 

COMMISSIONER GIBSON: Do the by-laws of the 
individual caisses usually specify a $500 or $1,000 
limit for an unsecured personal loan? 

MR. TREMBLAY: It is not a by-law. It is 
a resolution of a general meeting. They may change 
every year. 

COMMISSIONER GIBSON: This is a meeting of 


the individual caisses? 


MR. TREMBLAY: No, the members of that individual 
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caisse. 

COMMISSIONER GIBSON: Yes, and it is usually 
$500 or $1,000? 

MR, TREMBLAY: Well, it is $500 when you 
organize a new caisse populaire, and as it gets bigger 
it is increased to$700 and $1,000. In certain cases 
it may be $2,000,.but those instances are rare. In 
some cases there may be no maximum at all, but I only 
know of a couple of instances in the province. 

COMMISSIONER LEMAN: Is there a formula? 

Is it based on a percentage of the total assets? 

MR. TREMBLAY: It is. a question of a local 
decision. 

COMMISSIONER LEMAN: Does the federation 
have a suggested formula? 

SENATOR VAILLANCOURT: No. 

MR, CHARRON: It depends on the growth of 
the caisse populaire and the number of loans among 
members. 

SENATOR. VAILLANCOURT: It depends on the size 
of it. 

MR.. TREMBLAY: The size and needs and local 
conditions: It is like the size of.a hat: It depends 
on the size of the head. 

COMMISSIONER BROWN: On page 119 it would 
appear that there are 101 locals that do not lend 
on mortgage? 

MR, TREMBLAY: Yes. They would be the small 
ones. In the by-laws we are obliged to make all the 


small loans first. We are not allowed to go into the 
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larger loans until we have filled all the requests for 
the small loans. So,-in the spaat socieites just 
beginning they have to keep a high liquidity, first 
of all, until they have taken in the sense and speed 
of the operation of the society, and after they 
have started to make small loans and they have excess 
money they move into the mortgage field, and the 
first mortgages they will make will be very small -- 
maybe $1,000 or.$2,000 -- and they move on gradually 
until they are at their optimum capacity. 

COMMISSIONER BROWN: Statistics sometimes 
produce some extraordinary results, and I personally 
am curious about the one caisse populaire that loans 
money at 24 per cent and has $27 out. How does this 
happen. 

MR. TREMBLAY: That must be the residue of 
a former loan that has been made, maybe to a public 
body like a waterworks. It may be a kind of co-op 
society for waterworks in a small village, and at 
the time 24 per cent in that locality might have been 
the rate. That may be the residue on a loan that 
has been on the books for 20 years. 

COMMISSIONER BROWN: In that case this would 
be a caisse that has been operating for some time 
and would have other loans? 

MR. TREMBLAY: Yes. 

COMMISSIONER BROWN: So it would probably 
have other loans out at different rates? 

MR. TREMBLAY: Yes, but in these cases jit 


is probable you will find that the rates of the loans 
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1 are 4 or 5 per cent. Our people are very conservative 

2| that way. In the locality I have in mind, it is 

3 rather small and they have over $1 million in the. 
caisse populaire, and there are two branches of banks, 

5 and they seem to be loaded up with money and they don't 
6 know what to do with it, and they make loans at very 

7 low interest rates because there is no demand. They 

8 eannot loan outside the locality, so they ake loans 

9 at 4 or 5 per cent. 

10 COMMISSIONER BROWN: My point was, presumably, 
11 because of the statistics some of these will be appearin 
12 in various places, and we go back to an earlier question 
13 eeet different types of interest on the same types 

14 of loans in the same caisse. Would there be cases 


15 where this exists? 
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MR. TREMBLAY: If my memory is good, i 
is the only caisse populaire and this is the only 
loan that is done there and that is the rate. 

COMMISSIONER BROWN: It probably only 
relates to children? 

MR. TREMBLAY: Yes. 

COMMISSIONER BROWN: It looked like a 
good rate. 

COMMISSIONER GIBSON: » The centrals themselve 
make some personal lcans? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER GIBSON: What are the $3 millio 
that show as loans that the centrals make? 

MR. TREMBLAY: That will be to local 
societies. They cannot make personal loans. 

COMMISSIONER GIBSON: The centrals cannot 
make loans to individuals at all? 

MR. TREMBLAY: No, they are not allowed to. 

COMMISSIONER GIBSON: If you take the 
consolidation table on page 154 and look at the total 
of loans for the local caisses and the central caisses, 
they are added together. Why does this not appear? 

MR. TREMBLAY: Loans to local societies 
by the centrals are on notes. These are on notes with 
bonds as Povtuteun 

COMMISSIONER GIBSON: So it appears on 
both sides of this? 

MR. MORIN: On the consolidation side you 
are adding the loans that the central makes to the 


caisses populaires, less the loans of the local caisses 
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populaires to the central. This is the figure that 
appears there. 

COMMISSIONER GIBSON: Does that mean there 
are other loans that the central makes? 

MR. MORIN: No. Iam sorry, yes, it might 
appear as other ease 

MR. TREMBLAY: Instead of a bond issue 
it may be a straight loan to some kind of public 
body there, that would be considered as an investment 
in reality. 

COMMISSIONER GIBSON: There would be no 
personal loans or anything like that included in this 
figure? 

MR. TREMBLAY: No, never. 

COMMISSIONER LEMAN: I understood that 
the officers of the locals cannot borrow from their 
local? 

MR. TREMBLAY: The credit commission 
Supervises this. 

COMMISSIONER LEMAN: Where can they go to 
get loans? 

SENATOR VAILLANCOURT: They change; the 
board of director changes with the members of the 
credit committee, and the credit committee go to 
the board of directors. 

MR, TREMBLAY: They perhaps borrow from 
the banks or other finance organizations. 

MR, CHARRON: This involves a question of 


directing a charge to the borrowers. 
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VAILLANCOURT : 
Ae gt oyez-vous, les membres°de la Commission de 


f ete keaein 
credit ne peuvent pas emprunter, pas plus que ceux du 
/ 
Comite de surveillance, afin de ne pas se favoriser eux- 
aA / 
memes. Or, Si cette situation se presente dans une 


/ 
petite localite ou il n'y a pas beaucoup de monde, le 


commissaire de comet qui veut emprunter peut denmissione ; 
il est alors remplacé par un membre du Comité de 
direction, et est par la suite nommé au Comite de 
direction. C'est de cette fagon que l'on contourne la 
difficulte’, 


MR, TREMBLAY: Perhaps some of the wealthier 


who is deprived of the right of borrowing. That has 
been seen to happen. 

COMMISSIONER LEMAN: Does that tend to 
discourage some people from accepting a particular 
function? 

SENATOR VAILLANCOURT: No, that is a . 
protection, but if the law is changed so chat a member 
of the credit commission or the supervisors can borrow 
money guaranteed by savings, that would be better. 
Supposing, for instance, that I am a member of the 
credit commission and have $1,000 in savings, and I 
said they could use that money because I have a note 
from a borrower of the caisse populaire to the extent 
of $100,000 guaranteed by a savings account, that 
would be all right. 

COMMISSIONER LEMAN: You would like to 
give authority to the locals to iend to any member, 


even though he might be an officer, on the security of 
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what that member has in the caisse populaire itself? 
SENATOR VAILLANCOURT: Yes. 
COMMISSIONER LEMAN: That is a perfectly 
safe loan? 
SENATOR VAILLANCOURT: Absolutely. 
COMMISSIONER GIBSON: Do caisses populaires 
participate in some of the provincial government lending 
programs from time to time in order to help farmers 


and fishermen and so on? You do not participate in 


any of the federal programs, do you? 


SENATOR VAILLANCOURT: No. 
COMMISSIONER GIBSON: Do you participate 
in the farm improvement program or the National 
Housing Act? 
SENATOR VAILEANCOURT:. We asked the federal 


government for permission to so participate but it 


refused. 
MR. TREMBLAY: We are not a bank. 
SENATOR VAILLANCOURT:. We are not a bank 
and we have a provincial. charter. The federal 


government does business only with people with federal 
charters. 

COMMISSIONER GIBSON: Apart from that point, 
which is a technical point, do you think you should 
be involved in these programs like farm improvement 
and National Housing Act, and so on? Would you like 
to be so involved? 

SENATOR VAILLANCOURT: Not as far as I 
am concerned, because we already have plenty of 


requests for loans. We cannot furnish all the money 
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ee people want and ask for. - Weer now plenty 
of requests. oe 

COMMISSIONER GIBSON: You nde quite a 
lot of liquidity though, Senator, 

SENATOR VAILLANCOURT; We cooperate in 
respect of housing loans. 

COMMISSIONER BROWN: Do you lend money 

under the National Housing Act? 

MR. TREMBLAY: No, in respect of family 


housing. 


MR. CARON: We cooperate in respect of the 


family housing project. 


SENATOR VAILLANCOURT: We cooperate with 


Central Mortgage organizations here, L'habitation 


familiale., In the past the provincial government 
was paying 3 per cent on loans in respect of new 
houses, and 3 per cent of the interest was a rebate. 


We do not have the same thing in respect of federal 


loans. Now the provincial government has changed 


the law and given the same 3 per cent in respect of 


federal loans for new houses and so on. We probably 


now will go along with the federal government because 


we have agreed with the federal government to lend 


some money for new houses any place in the country. 


— ni a 


In the past, because we did not receive the 3 per cent 


from the province in rebate we did not so participate. 


++ + 


Now that the provincial government has agreed to allow 
that rebate, we shall participate. These loans are 
guaranteed to 90 per cent. 


COMMISSIONER LEMAN;: Senator, do you mean you 
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are an approved lender under ae National Housing Act? 

SENATOR VAILLANCOURT; Yes. 

COMMISSIONER LEMAN: You are an approved 
lender? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: Is this in respect 
of local caisses, or, .centrals? 

SENATOR VAILLANCOURT: Local caisses. 

MR. .TREMBLAY:.. At first a provincial 
legislature forbid this interest rebate on any type 
of loan other than ER made under provincial 
regulation, sc there could be no marriage. There 
was pressure on our people to borrow from te caisses 
populaires and to get 6 per cent with a 3 per cent 
rebate which would give a net cost of 3 per cent on 


-+ 


interest. This was obviously better than Central 


Mortgage in respect. of which there was 1. per cent 
rebate. This, of course, has changed because the 
two legislative regulations are the Same now. 

SENATOR VAILLANCOURT: There now exists 
the same regulation in respect. of both the federal 
and provincial governments. 

COMMISSIONER GIBSON: Do you think it. would 
be desirable to be involved in Ria farm improvement 
and N.H.A. loan programs? 

SENATOR VAILLANCOURT: Yes. 

MR. CARON: Yes. We are now ready to 
participate. 


COMMISS TONER GIBSON: I was referring 


particularly. to those plans other than the National Housing 
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Act, such as the farm improvement loan plan. 
MR. CARON: In respect to the farm improvement 
plan, that is another thing, and the federal government 
refuses to allow us to participate in this at this time. 
We requested to be allowed to participate but the 
federal government te absolutely refused permission. 

COMMISSIONER GIBSON: We are just trying 
to find out how you ‘ah: about these things. Would 
you like to participate if ay federal government 
extended the regulations? 

SENATOR VAILLANCOURT: If we are allowed 
to participate in the same way as National Housing 
organizations we are ready to do so, but the federal 
government has refused permission. 

THE CHAIRMAN: I suppose some of your 
loans are in point of fact for farm improvement? 

SENATOR VAILLANCOURT: Yes. 

THE CHAIRMAN; What difference would it 
make whether you made loans under the federal legis- 
lation or loans ay way you do now? 

SENATOR VAILLANCOURT: We agree in that 
regard but the federal government refuses to accept us. 

THE CHAIRMAN: Would there be any difference 
from your point of view? 

SENATOR VAILLANCOURT: .. No, absolutely none. 
We are now ready to participate. 

MR. TREMBLAY: They Boos a counterpart 
legislation in om province of Quebec in respect of 


all of those loans, but most of the time it is not 


applicable for some unknown reason. 
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COMMISSIONER GIBSON: In respect of the 


question of interest rates on loans, it is indicated 
in the brief that they change father gradually. In 
other words they do not respond quickly to surpluses 
of cash or competition in marketing conditions, is 
that correct? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: Would the interest 
rates, for example, ina large caisse ase lots of 
money in personal loans enknee more promptly following 
changes in credit conditions? 

MR. TREMBLAY: It depends on the pattern 
of interest rate on loans in ene books. ht Eney 
have a lot of mortgages at a fairly low rate of 
interest, that being long term, eiey will not be able 
to benefit immediately from a higher rate of interest, 
even if they do eeeiive their interest rate on loans. 
It would take a little while before it would make ‘any 
difference. It would be easier to make a change in 
the larger caisses because they have ways and means of 
doing this. However, in the smaller units the Seats 
Will be gradual. It takes quite a seta before a 
farmer or someone in a small locality understands that 
the rate of interest has gone up from 6 per cent to 
{ per cent. One must be very wecteaawuse in order 
to make these individuals understand. It is the 
Same money and it is the same loan, and this is their 
own business. If ‘may are satisfied to lend at 6 per 


cent, that is the end of it: These people are rendering 


each other mutual services. We tell them that the rate 
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: of interest they are charging is too low and they say: 
2 "Yes, we know it is lower than somewhere else", but 
ss they do not do anything about it. 
COMMISSIONER GIBSON: In other words, when 
you have a heavy demand for loans you do not ration 
‘ that demand by raising the interest rate? 
‘ MR. TREMBLAY; Oh, no, never. 
: COMMISSIONER BROWN: Do you try to attract 
2 more money by raising the interest rate on deposits? 
” MR. TREMBLAY: It does not attract more 
= money. There are a lot of caisses where the rate of 
ie interest is far below other institutions, and they 
AS) Still come back to it, 
al SENATOR VAILLANCOURT: Service is the 
5 principal thing involved. 
ss COMMISSIONER GIBSON; In respect to the 
7} questinn of response to credit conditions and monetary 
1S | conditions, you have quite an interesting chart na 
19) page 148, and another at page 150, You have a 
~» summary in the second chart showing a comparison between 
24 the monthly changes in deposits and the monthly changes 
22] in loans, This shows quite a close relationship, 
amy particularly in the second chart. The loans seem to 
24) follow drops in the deposits fairly quickly. cl 
25 | presume this is because there was less new money 
all coming in so fewer loans were made; is that what it 
af boils down to? 
8 MR. TREMBLAY: It has to follow this because 
4 in these caisses the liquidity goes out first. The 
30 


first thing they know is that they have to respond; they 
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cannot do anything else. 

COMMISSIONER GIBSON: I suppose it depends 
on how much liquidity that they have, and some of them 
I note have a good deal. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: This shows radite a 
rapid response. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: If a small caisse 
finds that the money is not coming in they cannot 
make as many loans, is that what they do? 

MR. TREMBLAY: They stop the big loans first, 
and if they are still short they stop lending completely. 
Then they go out and get after the borrowers trying 
to collect the loans, and then they fall out of the 
bond market. If they lose too much money they then 
try to borrow from the centrals until the situation 
settles itself. 

COMMISSIONER GIBSON: They ask the borrowing 
customers to wait for a month or two? 

MR. TREMBLAY: Yes, they postpone requests. 

COMMISSIONER GIBSON; Yes, it is all done 
through direct action like that and not through changing 
the incentives in respect of interest rates and that 
sort of thing? 

MR. TREMBLAY: Yes. 

COMMISSIONER GIBSON: This chart indicates 
that the figures are adjusted seasonally. Are these 
seasonal adjustments or do you run a moving average 


throughout? 


= . — “ * 


siti giiddyas ob gonnso 
ebosceb di ssgoqque I *MOCETO ARMOLSOIMMOD — 

noite to smog bas .svand yedd gant ystbinprl fowen won 0 
.fss6b boos s svsd stom I 

-2oY sTHUOOMAIIIAV HOTAMAS 

8 ois awode eltNT <sVvOedID ABMOTSALMMOD 
,eanogest biqst 

.e98Y :THUOOMAIILAV HOTAMRS 

saatso [isma s 2X :MO2aTD sAMOTe2TMMOD. 
tonniso ysdd at sanimoo gon ef yenom erld tedd ebott 
| Tob vent tsdw discs af-..ansoi vosm es enem 

idartt ansol sid edt gocve yedT  sYATSMSAT .AM 
~“Yistsfomoo sntbnel gode yedd dJioria [fite sys yadd If bas 
aniyxzs aiswortod sdt wstis tsp bre duo oy vers net 
edgy to guo [fst ysdt medd bras. .ansol add toslies of 
fodd yedd yenom dou oot seol yedd YT Jour sm bri0d 
noltsutte end Ittny elsudaso sAd mort worrod of, yxd 
.idsest eoelises 

aniworrod ofd Wes yesNT sWOcSarya FAMOT C&LMMOD 
| tows yo ddinom s tot gisw ot atemodayo 

-adasupeu snoqtaog vert .eoY <YAIGMEAT 2AM 

enob [fis et df .eeY :WOSalD ARMOTeSTMMOD 
anisnsto davordd ton erie cle sxiL mottos toetkb rauordd 
dedt bas astsr teerodnt to toegqess at eevisnoont ext 
Fayatdst to gxoe2 

-2€9Y :YAITEMGEAT .AM 

godsotont dxedo ett? :WOaaTD ARMOT2eTMMOO 
| seent otA -Vilsnoesse bedeutbs srs estugtt ocd tedd 


SZS1SVs gitvom s nut yoy ob so ednemdautbs Lsnoesoa 


rs 


ce 


aotornnae ‘eer: 
i _ nl 7 3 


Nethercut & Young e. 3686 5 


Terente, Ontario 


MR. MORIN: There are two moving averages. 

COMMISSIONER GIBSON: You do not have a 
Seasonal average? 

MR. TREMBLAY: No. You see, there are 
fluctuations in December and August. 

COMMISSIONER GIBSON: Yes, it looked that 
way. 

MR. TREMBLAY: “Yes, that situation exists 
there because we are not able to have a full moving 
average for twelve months. 

COMMISSIONER BROWN: These are averages, 
So some credit unions will be borrowing much more 
than others. Is there any pattern in this 
regard? Do the ones in the cities have a tendency 
to fluctuate more than the ones in the country? 

SENATOR VAILLANCOURT: In the country especial- 
ly they fluctuate more than the others. 

COMMISSIONER BROWN: The country ones vary 
more than the city ones? 

SENATOR VAILLANCOURT: Yes, in the summer- 
time and in the wintertime. 

MR. TREMBLAY: If you consider a large 
city you will see that there are large industries 
and it is improbable, unless you have a major crisis, 
that there will be complete lack of employment. Whereas}, 
in certain small towns where there is only one singde 
industry, there might be a strike or a business recession 
in the particular line of business, let us say textiles, 
for instance, and that locality will be hit hard. That 


is, however, an accident within the whole pattern.. In 
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FEEDECY of farmers, when eaeeee of farm products ghe low 
all the farmers a oh the province will be hit 
hard at the same time, and that is probably the explanation 
for those changes. 

COMMISSIONER GIBSON: I should like to ask 
one or two questions in respect of mortgages. you 
give very full information in regard to your mortgage 
practices so I have very few questions. 

You have indicated earlier that when the 
credit union -- I am sorry, when a caisse populaire 
starts it does not make mortgage loans, but makes 
personal loans. However, as that populaire develops 
to a certain size of liquidity it commences in the 
mortgage business. T presume this is still the 
pattern, is it? 

MR. TREMBLAY: That is the practice. 

COMMISSIONER GIBSON: Yes, and is that 
trend toward more mortgage loans or less mortgage 
loans in proportion to the size of the caisse 
populaire? 

MR. TREMBLAY: The trend may show in the 
figures as being toward more mortgage loans in the 
larger caisses populaires because of the size. If 
you have ten mortgage loans at $5,000 each and compare 
that to one larger mortgage loan it does not compare 
properly. IT would not say there is a shift from one 
type of loan to another type. This follows a different 
pattern. The caisses make the smaller loans first. The 
have priority, and following that, if there is enough 


money left, they will enter the larger field. 
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SENATOR VAILLANCOURT: Yes, as an example 
Suppose we receive an Perea wk ton foe ai mortgage loan 
of $2,000 and we receive at the same time a demand 
from 20 people for $100 each. The note will be 
passed first and then the others. 

COMMISSIONER GIBSON: But as the credit 
unions grow in size and have more funds to disburse 
they tend to make more mortgage loans and deal more 
with the larger needs of their members? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: And that is a trend 
you expect to continue? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: In the mortgage busines 
do you make many mortgages on existing properties as 
opposed to new houses? 

MR. TREMBLAY: Yes, there are quite a few 
of those. What is the proportion I do not know... 

SENATOR VAILLANCOURT: I think it is a 50-50 
thing roughly. 

MR. TREMBLAY: I would say roughly 50-50. 
You see, that is not the point. It has no bearing 
at all on the decision of the board whether it is 
an old property or a new one. Oftentimes an old 
property has more value because it has been built 
better than the new ones and with better material 
and just because it i8 20 or 25 years old, if it is 
in a good state of repair, it is Just as good value 
as security as a new home. On the other hand, this 


is not the basic factor in accepting a loan. The basic 
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factor is the moral credit of the individual. If he 
is a credit-worthy man we will accept the security 
no matter what is the type of building -- new or old. 

COMMISSIONER GIBSON: Your mortgage loans 
are all individual loans; you do not make loans to 
builders so that where they are made it etter the 
same amount of work, you have to appraise it and do 
the various things anyway. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER GIBSON: I am sorry, you do 
give statistics on eyis. on page 192 you have some 
Statistics. Do you make many mortgage loans outside 
the housing field? 

MR. TREMBLAY: On page 193 you have an 
analysis here of utilization of the loans by class 
of borrowers and (b) at the top is for the purchase 
of real estate which would be lands and buildings 
and it would be mostly housing and in (c) it is 
for repairs of buildings and cther purposes. This 
"other purposes" might cover some of the things I said 
a little while ago -- consolidation of debts and the 
like, but it would be mostly for housing purposes. 

COMMISSIONER GIBSON: You would not make 
loans for building an apartment or a commercial building 
and that sort of thing? 

MR, TREMBLAY: There may have been a few 
for very small apartment buildings or for two tenants. 
It is permitted by the provincial law to allow to 
provide houses with a tenant but not for a big project. 


COMMISSIONER BROWN: I just have one question. 
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On page 191 you have the designations of different 
kinds of borrowers. What is the one "aux autres 
entreprises"? 

MR. TREMBLAY: It would be other than 
farmers, fishermen, co-op societies, 

COMMISSIONER BROWN: What does that cover 
because these are averaging $4,000 alone? 

MR. MORIN: This classification was asked 
by the provincial government. 

MR. TREMBLAY: This classification is the 
result of negotiations between the Bank of Canada, 
Central Mortgage and Housing Corporation and the Federal 
Department of Statistics and the Provincial Department 
of Statistics, in order to have a report in such 
a form that it will be comparable with the counter- 
parts in other provinces. 

MR. MORIN: They were interested in statistic 
about farmers and fishermen and co-op societies. | 

COMMISSTONER BROWN: What are these others? 

MR. MORIN: It is other members in cities 
and all other members except fishermen and farmers. 

COMMISSIONER BROWN: What are these -- small 
businesses? 

MR. TREMBLAY: No, not small businesses, the 
workers in the cities and workers in the rural areas 
are all other members. 

COMMISSIONER BROWN: I am not talking about 
the one on other members, but the one on other enter- 


prises? 
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MR. TREMBLAY: It may be a school board, 
municipalities, the church. 
COMMISSIONER BROWN: These are bank ae 
MR. MORIN: In this case they are bank desue! 
yes. 
MR. TREMBLAY: Local bodies and institutions. 
MR. MORIN: They are probably responsible 
for a big part of the loans over $5,000. 
COMMISSIONER BROWN: It is the number of 
them that is rather surprising. It is 2,000 which 
is an average of about two per caisse. 
MR. TREMBLAY: That is not abnormal. In 
a single caisse we may have 50 or 60 of those local 
institutions. There will be different communities 
of teachers, male and female, you have hospitals, 
you may have nuns, brothers, parish priests, you may 
have all kinds of things. Take in the city of 
Quebec, for instance, where it i8 a converging pears: 
there are all kinds of things -- playgrounds for 
children, summer camps and things of that kind which 
are run partly by the church and local bodies. We 
finance all those things. 
COMMISSIONER BROWN: These are unsecured 
loans? 
MR. TREMBLAY: Generally. 
COMMISSIONER BROWN: Thank you. 
COMMISSIONER MACKINTOSH: Senator Vaillancourt 
I would like to ask one or two questions about deposits. 
I notice from the figures, at least some figures I have 


here, that the turnover in your deposits is a bit higher 
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‘ than ordinary savrede deposits in the chartered banks 
4 but, of course, very much lower than current deposits 
¢ in the chartered banks, the rate at which they turn over 
Are these savings accounts in the caisse populaire 

° usually the only chequing accounts fiat a family main- 
F tains? 

f SENATOR VAILLANCOURT: Now you pay all by 

6 cheque, gasoline and store, et cetera. 

4 COMMISSIONER MACKINTOSH: You mean this is 
ad becoming tine don tate 

a SENATOR VAILLANCOURT: Yes. 

a MR. MORIN: On page 141 we have the number 
re of cheques drawn on the caisses populaires, the number 
* and the amount and tees is $1,269,000,000 of chequing 
sd account that was passed by cheque, This is around 

= 75 per cent of the withdrawals in the caisses populaires 
if this year. 

“i COMMISSIONER MACKINTOSH: There was some 
si discussion a few moments ago about Bigs So 1959. TI 
a0 notice that your deposits rose less in that year than 
a1 in any other and I gather from the chart that in the 
a last quarter of the year they actually decreased. 
SENATOR VAILLANCOURT: In 1956? 

“ti COMMISSIONER MACKINTOSH: In 1959. 

= SENATOR VAILLANCOURT: Of yes. 

i COMMISSIONER MACKINTOSH: I wonder if you 
i would care to say a little more about the experience, 
o why aie decrease in the deposits? 

29 


SENATOR VAILLANCOURT: Tight money. The 


policy of the government asking to reduce some expenses, 
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et cetera. 

COMMISSIONER MACKINTOSH: How does this 
affect your members? | 

SENATOR VAILLANCOURT: I do not know but 
our experience is when the federal government declares 
such policy immediately we have a repercussion in our 
local caisses populaires. If the Bank of Canada said: 
"We will organize a tight money policy", we have the 
Same result as the government wants to have. They do 
this and that for such a thing and you know now we 
are dependent on that. 

MR. MORIN: If we are not answering to a 
change in interest rate our members are. 

COMMISSIONER MACKINTOSH: In other words, 
in a period of high interest rates they have more 
attractive things to do with their money than deposit 
it with you? 

SENATOR VAILLANCOURT: Yes, that is true. 

MR. TREMBLAY: As scmasthe ordinary loaning 
institutions ceased to make loans or even stopped loaning 
Well, what do you think we can do? There is less 
money in circulation and deposits decrease instantly. 
We have no control over that. Some other institution 
has a perfect control of increasing the volume of money 
in circulation. 

COMMISSIONER MACKINTOSH: Did you attempt 
to combat this by raising your owm interest rates at all? 

MR. TREMBLAY: No. 

SENATOR VAILLANCOURT: No, we have not 


increased our rate on savings. 
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MR. MORIN: We have 1,200 Oia ont mis is 
not easy to answer directly in a tight money or loose 
money policy. It is quite possible. 

SENATOR VAILLANCOURT: If we increase “ine 
interest on the savings we would be obliged to increase 
the interest on loans and if the situation is poor 
it is not a good time to increase the interest on a 
loan because we want to protect our members and ourselveg. 
We receive a reasonable interest rate and give service 
and that is the result. We do not operate exactly 
as the financial organizations -- produce more and 
more money and collect more and more money. We 
try to educate our people to the situation, to organize 
a good living it is necessary to build our organization 
safely but regularly, not up and down and so on, and 
we do not know where we are going. We try to do that 
and I think we realize that is a safe way. 

COMMISSIONER MACKINTOSH: It being true that 
your organizations do not respond to changes in the 
interest rate, this indicates caattyaur members do, 
that the alternative opportunities do affect the flow 
of deposits and therefore the money that you have to 
lend? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER MACKINTOSH: Would any of your 
caisses respond differently? TI mean a large urban 
caisse with possibly a more sophisticated management, 
would hed act differently from Chekeuse which have 


been described a while ago in a remote part of the count 
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MR. TREMBLAY: There Ath a be a slight 
difference but I would not say that it is intentional. 
It might be based on some local needs. The unsophis- 
ticated manager might do things that would be improper 
at that moment, but much ibys from lack of knowledge 
and lack of knowing the reasons for the trouble that 
is going to come. In a big caisse populaire it is 
different; the problem is they are more in the mortgage 
field and if they had a request for a loan for a new 
home, let us say $10,000 and they have accepted the 
loan already, and the member had his acceptance in 
his pocket, it is a contract although the money a 
not been taken out as yet. The money may be taken 
out as he proceeds with the building of the house. 

It may take three or four months, sometimes six months. 
So the reaction would be different. But this will be 
done in a very informal way according to localities. 

COMMISSIONER MACKINTOSH: Well, that is 
exactly what the trust companies and I think the 
insurance companies told us about their business, that 
they had these commitments ahead that they had to meet. 

T was interested in your requirements in 
regard to shares. There iS an entrance fee payable 
when the share is purchased, an entry fee. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER MACKINTOSH: Does that act as 
a restriction on the purchaser's shares? 

SENATOR VAILLANCOURT: Yes. 


COMMISSIONER MACKINTOSH: What is the reason 
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for thie? 

SENATOR VAILLANCOURT: At the beginning Gflen 
the local caisses populaires started I suppose we 
permitted ten people to take 13,000 or 2,000 dNGREs and 
the balance of the locality, that is, only labouring 
people and farmers, et cetera, they took only one 
share, two shares, et cetera. But after one year 
the ten shareholders of 2,000 each said: “We want 
Such and such a board of directors, Mr. so and so. 

If you do not agree with us we will pick up our money." 
The situation would be terrible for the caisses 
populaires. That is the reason why at the beginning 
we permitted 100 or 200 shares, not more, and after 
that we increase according to the size of the caisse 
populaire to prevent control by anybody. That is the 
reason. 

COMMISSIONER MACKINTOSH: Well, the entry 
fee which is not returnable is something in addition 
to this. 

SENATOR VAILLANCOURT: Yes. You know, the 
shares are supposed to stay there and if and when 
we charge a fee that is the people who lose. 

COMMISSIONER MACKINTOSH: It acts as a 
penalty against withdrawing? 

SENATOR VAILLANCOURT : That is a@ kind of 
Stabilization fund. 

MR. TREMBLAY: That is one of the outlets 
to build up ‘AK reserve fund. Some people say: "Well, 
you have big reserves, they are not taxed". well, 


it belongs partly to the members, it iS money they paid 
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to get in and it goes directly to the reserve nares 
There is another reason that entrance fees 

go up. Tn some cases it may be 20 cents, 40 cents 

and even 50 cents. We have seen instances where 

the entrance fee for $5 shares would be $1 and actually 

I do not know of any that would be over 50 cents 

I do not believe. There are a few at 20 cents or 

25 cents, not for the first share but for the first 

50 or 100 shares the entry fee will be left at 10 cents 

so the small people will come in, but the reason for 

the increase of that entrance fee is to force the 

new member that comes in to participate somewhat in 

the same proportion as the older members who have 


contributed to the building up of the big reserve. 
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Being admitted as a member in a co-op society he 
becomes a co-owner of the enterprise and is entitled 
to a share of the profit deriving from that source. 
There is a book reserve and the chances are they will 
get a higher bonus and get a high rate of interest 

on their deposits, so then we increase the entrance 
fee as we go along and that acts as a brake, too. 

COMMISSIONER MACKINTOSH: It is roughly 
what the banks do in a more elaborate way when they 
issue more shares; you have to pay your share of 
the capital and also your share of the reserve? 

MR. TREMBLAY: Yes. 

COMMISSIONER MACKINTOSH: At the annual meeting 
of the local caisses populaires, did you say it was 
one share and one vote for each one man? 

SENATOR VAILLANCOURT: No, one man one vote. 

MR. MORIN: We would like to mention there 
is no special plan to share in the chartered bank. 

COMMISSIONER MACKINTOSH: You said a while 
you don't go out and solicit loan business? 

SENATOR VAILLANCOURT: No. 

COMMISSIONER MACKINTOSH: But you do toa 
considerable extent carry on education in favour of 
deposits? 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER MACKINTOSH: You do active 
solicitation? 

SENATOR VAILLANCOURT: Especially on the 
young peoples, the young men and young girls because 


our experience, especially after the war, menay people 
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want to get married and have no money and they come 


' and so on and so on, and that is a 


some furniture,’ 
very, very bad education. 

The young peoples spend all their money 
outside for many thing, foolish thing and so on, and 
we educate the young peoples. You know, it is not 
good business, maybe, but I think we will do something 
for the nation. 

Your know when the young peoples are out 
to school at 8 or 10 years and he receive from his 
father 25 cents or $1.00, and so on, and if these 
young people go to the store and spend for .ice-cream they 

have done some foolish thing with that, but if we can 
educate -- I don't say 100 per cent, but only 5 per 
cent of the young peoples to save their money it would 
be a very good thing. 

You know, the principle is this: These young 
peoples or this young girl control herself by herself, 
and tomorrow if we want something for the education, 
to buy some good books for during a vacation, and so on, 
T have the money to pay that, but the first thing 
to be applied is to control himself and when we arrive 
at 20 years after that and we are doing that for 10 
orl2 years and we arrive -- I have to control myself 
even if I can't control many things. 

COMMISSIONER MACKINTOSH: You and I understand 
this but I am not sure of my colleagues! 

COMMISSIONER LEMAN: Perhaps we should all 


empty our pockets! 
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COMMISSIONER MACKINTOSH: It wasn't clear 
from reading your brief as tojust what your arrangements 
are for clearings. Have you any clearing system, 
clearing arrangements within your own system? 

SENATOR VAILLANCOURT: Yes, we have a clearing 
system. You know, our organization is divided up into 
to 10 regional organizations but we have two central 
organizations for clearing. One is in Montreal and 
one in Quebec and we have passed an agreement with the 
Banque Provinciale that all the cheques coming from 
the caisse populaire go to -- collected from the 
bank go to the Banque Provinciale. 

COMMISSIONER MACKINTOSH: Do they go through 
two centres first? 

SENATOR VAILLANCOURT: No, they go first 
to the Banque Provinciale and after that the Banque 
Provinciale distributes between Montreal and Quebec 
for clearing, and we do the same with the bank cheques 
and the bank cheques received we send to the Banque 
Provinciale and the Banque Provinciale distributes 
it to the banks. 

COMMISSIONER LEMAN: Your centrals don't play 
any part in this system? 

SENATOR VAILLANCOURT: For the clearing with 
the banks we have two centres except, I suppose, 
in Three Rivers or Sherbrooke, for the local banks 
and the organization there is that it is directly with 
the bank, and so on, but at large in the Province of 
Quebec or any place in Canada we have two large 


centres, Quebec and Montreal, and after that we distribut 
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to our regional organizations and the regionals 
distribute to the locals. 

COMMISSIONER BROWN: But about clearing between 
one credit union local and another credit union local; 
is that done through the central? 

SENATOR VAILLANCOURT: No, they can't exchange 
in the same place, in the same locality. 

COMMISSIONER BROWN: Not necessarily. 

SENATOR VAILLANCOURT: No, they send to 
the regional organization. 

MR. TREMBLAY: All outside items are deposited 
in the central, what are drawn on another caisse, 
an outside caisse or a bank and it is cleared through 
the centrals. 

COMMISSIONER BROWN: You have your own 
internal clearing system for your own internal items? 

MR. TREMBLAY: Yes, we have 10 offices. 

COMMISSIONER LEMAN: Is this all free or is 
there a system of charges between them? 

MR. TREMBLAY: There is no charge except the 
ordinary charges for exchange from an outside point. 

It is an absolutely free service of the movement; 

we charge what it costs us. If we pay exchange to 
other institutions, well, that is charged to whoever 
got the service. 

COMMISSIONER MACKINTOSH: But within the 
system; take a cheque, we will say, of a local in 
Three Rivers which is deposited with another local 
in Chicoutimi, do you charge an out of town fee on 
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MR. TREMBLAY: We have an agreement with the 
bank; we charge the same thing as they charge, and 
in practice we might find out if that wasn't respected - 
hasn't been respected by us, but by somebody else 
who didn't respect the rate that is set. 

COMMISSIONER MACKINTOSH: Is this system 
satisfactory; does it meet all your needs? 

SENATOR VAILLANCOURT: It is worth its value. 

MR. TREMBLAY: It is a good bit expensive. 

COMMISSIONER MACKINTOSH: You say it is 
expensive only in the sense that you would be pleased 
if it were done for less or that you think it is 
unreasonably high? | 

MR. TREMBLAY: In that field we have an 
agreement and we are completely satisfied with it; 
the only thing is we feel when we render the service 
this is a reciprocating service, and the area institutions 
render us this service, and the rates may be the same. 

COMMISSTONER MACKINTOSH: What is this 
reciprocal deweles that you render and what is the 
difference in rates? 

MR. TREMBLAY: Well, you have before you 
that clearing in the brief from the ©€.C.S. and you 
will see the difference there. When we process a 
cheque drawn on a bank we have to pay 5 cents on 
each item and a certain rate of commission, and on 
the reverse when it is drawn on us and processed, we 
have to pay another 5 cents and we don't have the 
Same rate in return, and that is quite a difference. 


We pay both ways. 
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SENATOR VAILLANCOURT: Yes. 

MR. TREMBLAY: And if we don't perform that 
Clearing on the cheques drawn on the banks -= you 
see, only for erate Government cheques we had 
3,216,000 cheques in 1959 and 1960 for $118 million; 
that would be for family allowances, old age pension 
and other things, that have been cleared through our 
caisse populaire in at least 100 places where there 
are no banking facilities, so in certain cases we 
have to bay out too much cash and do Somebody else's 
business, 

COMMISSIONER MACKINTOSH: Are. you required by 
law to clear these federal Government cheques at par? 

SENATOR VAILLANCOURT: We are not required 
by law but we do it because we know the people are 
obliged to cash the old age pension cheques, and so 
on, and have to go Ho or 60 miles or more than that 
to get their money. 

MR. TREMBLAY: The deposits of these 


institutions, both provincial and federal, is the 


Same thing; we would have the same thing for provincial 


cheques, Deposits are made in the banks and we have 
to process the cheques and make nice packages, parcels 
all wrapped up, and if we make an error in the parcel 
we have to pay $1 fine besides that. 

COMMISSIONER MacKEEN: But you only provide 
that service for your own members? 

MR. TREMBLAY: We are not allowed to do 
business with Somebody else, 


COMMISSIONER MacKEEN: TI was wondering about 
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in a community where there was no bank? 

MR. TREMBLAY: We would do it the same in 
a place where there is a bank; if the individual belong 
to the caisse populaire we will do his business with 
the caisse. 

COMMISSION R LEMAN: Suppose I am a tourist 
and I have a travellers cheque, can I cash it in at 
the caisse populaire? 

SENATOR VAILLANCOURT: Yes. 

MR, TREMBLAY: We have no money because they 
want it exchanged, but in a big office you can do it. 

SENATOR VAILLANCOURT: If the owner of the 
travellers cheques is a member of our organization, 
but not if he is out of the organization. 

MR. TREMBLAY: We have had bad experiences 
with this non-member business and even with your 
presumably members of another caisse populaire. 
Somebody comes along and is a crook and forges a 
document and tries to give a nice story to the local 
manager, and they come with all kinds of things, 
travellers cheques and we had some from the Bank of 
Montreal about a year ago that were on forged documents. 

COMMISSIONER MACKINTOSH: This wasn't 
contemplated in that sense. 

MR. TREMBLAY: But we have learned a lesson 
just the same not to do business with people we don't 
know and we strictly adhere to do business with our 
members; they are known, we know who they are. 
COMMISSIONER LEMAN: Do you get involved 
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SENATOR VAILLANCOURT: We have to process 
some, but a very small amount. 

COMMISSIONER LEMAN: If a member, for instance, 
wanted to buy U.S. funds for a trip or for some reason, 
would you be able to handle it? 

MR, TREMBLAY: It is in the convention 
schedule we have with the banks; we can get the 
foreign money through the bank according to certain 
conditions that are stated in that convention, but 
it is very negligible to the operation. 

COMMISSIONER LEMAN: I was wondering if 
in the large centres like Montreal --- 

MR. TREMBLAY: There is some; there is incoming 
American funds, quite a bit of it, and we accept it 
on deposit and we get the proper discount or prime 
rate in the deposit at the bank. 

COMMISSIONER LEMAN: Well, I would like to 
ask you a fairly simple question about the trend of 
your earnings and expenses, and I am looking mostly 
at the series of statements you have given us for 
various years on pages 183, 184, 185 and 186. 

It seems as though both as a percentage of 
the assets in your system as well as a percentage of 
the earnings of the system, both earnings on loans 
and earnings on investments, the administrative costs 
tend to go up by about 1 per cent both ways as a 
percentage of assets to gross income. Why do you 
believe this trend is going on; why does it get more 
and more extensive in relation to the total volume 


done? One might expect with volume that the percentage 
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of administration would get lower, but it seems to 
get a little higher. 
MR. TREMBLAY: Well, the main reason for 
that is when you move from a small society that is 
kept in the kitchen of the manager or in a room of his 
home and you get a little bit bigger -- well, they 
need an office, they need a vault, they reed a space, 
they need an adding machine and typewriters and all 
the equipment, and eventually they will need time 
locks and other security gadgets, so that is one thing. 
Then, as you increase, well, you oe further 
protection and insurance of all kinds. You need more 
help. At the beginning of the society when it is 
small, well, for the first year the managers don't 
have a single cent of salary, they are hired for 
$1 a year just to say that they have something and-they 
cannot make a claim against the cash book later on, 
and it may take years before they get any type of. 
worthwhile salary, but if they get toa certain point, 
not only is it a fulltime job for the treasurer, 
but they need hired help, and that would explain for 
this switch. You have the new vaults, the burglar 
proof valuts and different gadgets of this type with 
the time lock devices and everything that is necessary. 
Well, we run into money. 
SENATOR VAILLANCOURT: Over the last five years 
we have more than doubled and tripled expenses on that. 
MR. TREMBLAY: And then armed guards; protective 
protection. 


COMMISSIONER LEMAN: Do some locals have that? 
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MR. TREMBLAY: Over’100 Locals have armed 


guards, full-time; and we have a fine staff, which’ 


is quite important) besides: that, and it-1s quite useful; 


it-is.strictly,on-this. police -work. 

COMMISSIONER) LEMAN:»)-But this is in the » 

central; isn't it? peor 

» esMRg: TREMBLAY: No, no; the locals are 
paying foreity- ,Wercan't do a miracles; we have to 
charge fon the services,we .renders »«, 

COMMISSIONER LEMAN; »-Well, besides ali. these 
frills.that.you need.as time goes-on, what has been 
the trend of «salaries for wthe (paid personnel in: the»: 
caisse papulaire;)>.I suppose it-depends on the size 
of the cash books. What is the: general: level of’ 


Salaries to managers? 
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SENATOR VAILLANCOURT: The salary is not 
fixed according to the assets of the caisse populaire. 
We discuss it freely with the manager, that we have 
such and such revenue and we can pay him so much : 
that is all. At the beginning we have not fixed. it; in 
the past, ©. to 1 per cent of the total assets, but 
now we can fix that. 

MR. TREMBLAY: ‘here has been an increase 
in the cost of living and an increase in the salary 
scales, and of course I am speaking of full-time 
employees, and ours are not underpaid because we 
very seldom see somebody working for caisse populaire 
moving to some other institution. 

COMMISSIONER LEMAN: You seldom see that? 

MR. TREMBLAY: Very seldom. We keep on 
hiring quite a few outside people, and they seem to 
be satisfied with what they get salary-wise. 

COMMISSIONER LEMAN: In general you have been 
able to retain your trained personnel in the system? 

MR. TREMBLAY: Yes. 

COMMISSIONER LEMAN: Are there educational 
requirements for the manager? What would you say 
would be the minimum qualification for a manager? 

MR. TREMBLAY: It is quite hard to answer 
for all the caisses populaires. Generally speaking 
T would be inclined to think that the majority of 
the new managers come from the ranks. They start 
as an employee and grow up with the society, and 
when there is a change, if he is assistant manager and 


he is a good man, and he is known and belongs to the 
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society, he will be promoted to the job of manager. 

COMMISSIONER MACKINTOSH: This practically 
makes it a bank. 

MR. TREMBLAY: Yes. 

COMMISSIONER LEMAN: The banks traditionally 
train their personnel. 

MR. TREMBLAY: Yes. We have to do that in 
the larger offices. In some caisses we are up to 
over 20 people in one office. 

COMMISSIONER BROWN: Will there be much 
movement between caisses? 

MR. TREMBLAY: Very little. There will be 
some if a local society is under-staffed for one 
reason or another -- an accident or sickness. They 
may get in touch with the regional unit or the 
federation and ask for help, and there may be some 
exchanges like that, but it is nothing like the transfer 
there is in the banks, for instance, which are organized 
in that way. 

COMMISSIONER GIBSON: If a man does particularl 
well in a small caisse, is a larger one likely to come 
along and hire him as manager? 

MR. TREMBLAY: .It Kalolalwicn and often 
we go and pick him up for our department -- supervision. 
If we spot a good man, and he is willing to go further 
in life and do more work and earn more money, we will 
do that, if by hiring this man we do not disrupt 
the smooth operation of the local society. If they 
were without a replacement, we would not take him. 


If he can be replaced without harm to the society we 
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will give him a chance. 

COMMISSIONER LEMAN: It is a system of 
promotion? 

MR. TREMBLAY: Yes. 

COMMISSIONER LEMAN: Senator Vaillancourt, 
one thing that is, I would say, one of the most 
striking characteristics of your brief, besides 
being complete and representing a lot of work in informing 
this Commission about what your system is, is the fact 
that you do not ask us for anything. Everyone who 
has been before us has asked us for something. They 
were complaining about something in the financial 
market, the way it works in Canada; sometimes they 
were complaining about the fact that other institutions 
were invading their field and making life tough for 
them. You seem to think everything is going pretty 
well in Canada and there is nothing much wrong with 
it. Would you mind giving us a few opinions on matters 
of general interest. First of all, you did mention 
during the course of our discussion this morning 
that there were a few things on which you thought 
that provincial law could bring about some improvements. 
You mentioned that there are binrtin tne eat Baral powers 
that the federation would like to have for good 
control of the whole system. 

SENATOR VAILLANCOURT: Yes. 

COMMISSIONER LEMAN: Then you did mention 
one thing that was a detail -- this right for 
units to grant loans to credit offices as long as they 


are secured by savings in the system. Are there any 
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other things of importance that you would feel the 
provincial law could well stand to be improved? 

SENATOR VAILLANCOURT: You have many people 
come here to ask for so many things, I think for us 
it is not necessary to ask. If the new law in the 
Province of Quebec is approved, I think we will 
be satisfied with that, because, you know, we are not 
in the market for increasing the loans, and so on and 
so on. It is a funny thing, probably, but that is our 
idea. The first thing in our organization is education 
and services, and the principle is not to increase 
our revenue and so on and increase the loans for 
anything. If you have heard in the television for the 
last four years .our programme is an education programme 
There are the programmes Joindre les deux Bouts and 
Droit de Cite, and our programme is an educative 
programme. 

The situation is now forming for many people 
who think only of money, money, money, and trying to 
increase the loans and interests, and so on. I think 
this is not a good thing for the world. It will be 
necessary to come back and live according to our 
revenue and work for that; don't receive anything 
for nothing. You can't buy a press and print money 
for nothing. It is absolutely rediculous and we 
should organize more education every place in our 
country and in the world. When I see on the television, 
TCA which is a government organization advertising, 

"Go to Europe for $42 and pay next year", it is 


ridiculous to us. I asked a friend of mine last year, 
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"Where are you going this summer for your vacation?" 
He said, "I.will be staying in my own kitchen." I 
said, "For what reason?" He replied, "I am obliged 
to pay for last year's vacation this year." It 
would be better to save this year and go next year. There 
are some people who think this argument is ridiculous, 
but I think it is ridiculous to go where we are going 
now -- spend, spend, spend. And after that, what? 

I would mention one other thing, because so. |’ 
many people appearing before you have said the caisse 
populaire don't pay any income tax. The answer is 
very simple: All our board of directors, commissioners 
of credit, and supervisors, work for no money -- not 
for nothing; but they work for their neiShbours and 
their friends and for the members of the society, and 
they are ready to do that, and if the government taxed 
the caisse populaire they would be taxing these people. 
If the government changed it, the board of directors 
and the other members of the other boards would be 
asked to receive a salary, and after that the government 
wouldn't receive very much more, because all our 
savers in our organization receiving $100 or more on 
shares and savings are shown on a report which we 
file with the federal government, and every individual 
pays his taxes on that. 

We have no other arguments, and I don't like 
to say too much. 

This is another thing when we discussed 
the shares a few minutes ago. In the caisse populiare 


at Levis, the oldest caisse populaire, we have a 
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reserve of $600,000, and if a group of ane members — 
arrives and says, "We will stop the caisse populaire; 
close the door, and we will distribute the reserve funds", 
it is prohibited by law -- not by our rules, but 

by the law. If a caisse populaire closes with a 

reserve fund, this reserve fund is obliged to be 
distributed to a special charity designated by the 


Governor-in-Council. 
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That. is another thing to be borne in mind when people 
Say we have a big reserve; Doki tala. is only to 
protect our own members, and not for themselves. 
Another thing, we have some big organizations with 
big secret reserves who are not paying any tax on that, 
and if the government agrees to change that, I will 
be obliged to agree on everything, but I think it 
would be preferable if you want to educate our people 
tO working for Something and working in the future 
for their neighbours freely; not for nothing, but 
freely, to help people. I think it. would be better 
to stay as we are. 

COMMISSIONER LEMAN: You also mentioned 
a few things in the federal field. You said you had 
applied for particiaption in various federal programs 
on which you had been refusec.participation, but you 
did not choose to make any recommendations to this 
Commission on these matters, 

SENATOR VAILLANCOURT: If the government 
agrees with us on the. mortgages, like the Central 
Mortgage and Housing kave farm loans, and if they 
permit us the same conditions as the banks, it would 
be a good thing to help the farmer. 

COMMISSIONER LEMAN: You did not choose 
to make any recommendations on matters of general 
interest either about the way the Bank of Canada works? 

SENATOR VAILLANCOURT: No. After our 
explanation, I think you are very clever men and you 
can recommend what is necessary. 


COMMISSIONER BROWN: You are quite a large and 
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important sector of the banking system in Quebec, whether 
you call yourselves a savings bank or nots; in effect, 
you operate the same as the other savings banks. Have 
you any comments about the banking system, about eRe 
6 per cent interest rate? 

SENATOR VAILLANCOURT: Oh, that is another 
thing. If we recommend to increase the interest, 
I think it will not be very good for the prevention 
of inflation. You know in all the organizations -- 
savings and trusts and so on -- the loans sometimes 
are very, very high. I think it would be better to 
control the other organizations than the banks to 
increase the interest. Many , may millions of people 
are going into financial organtzations and borrowing 
money at 24, 48 and sometimes more than 100 per cent 
interest. I think it would be a good thing if it is 
possible to control that, and we agree on that. But 
if we permit the financial organizations, banks and 
others, to increase the interest rate to 7 per cent or 
8 per cent, I think it would not be good for the control 
of ‘inflation. It would be quite the contrary. 

COMMISSIONER BROWN: There is no control 
on the rates you can charge. 

SENATOR VAILLANCOURT: Control on interest 
charges, yes. 

COMMISSIONER BROWN: What is the control 
on the rates you can charge? 

SENATOR VAILLANCOURT: No, we have no real 
control, but with the spirit of our organization we 


advise our people not to go too far. We have one caisse 
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with 3 per cent, but I think the average is 6 per aunt. 
In 99 per cent of the caisses 28 4c 6 per cent. 
COMMISSIONER BROWN: You have 36 that charge 
8 per cent and more? 
SENATOR VAILLANCOURT: Yes, but on mortgages, 
8 per cent ---- 
COMMISSIONER BROWN: I am talking about 
other loans. 
SENATOR VAILLANCOURT: On the notes -- not 
on mortgage, nos; mortgage, not more than 6 per cent. 
COMMISSIONER BROWN: Do you think banks 
Should be controlled to 6 per cent? | 
SENATOR VAILLANCOURT: Yes. 
COMMISSTONER BROWN: But not the caisse 
populaire? 
SENATOR VAILLANCOURT: Not the caisse 
populaire. We control ourselves. 
MR. CHARRON: The Co-operative Credit 
Society belongs to the members, and the members would 
not be interested in paying a high interest rate. 
The control is automatic. 
COMMISSIONER BROWN: I agree with that, but 
I am asking about the philosophy which says that banks 
should be held to 6 per cent, but you twve 36 caisses 
that charge 8 per cent and more. 
SENATOR VAILLANCOURT: Not more. 
COMMISSIONER BROWN: You have 35 that charge 
8 per cent and one that charges 9 per cent; so, you 
have 36 that charge 8 per cent or more. Why should 


the others be held down? 
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MR. TREMBLAY: First of all there is a 
difference in the calculation. We have put in the 
brief how we calculate the interest. It is not a 
discount interest. It is a straight interest. i 
I borrow $100 and I have to pay a $6 interest to start 
with, I only get $94 and I begin to make my repayments -4- 
COMMISSIONER BROWN: But there are other 
institutions which only charge simple interest. tet 


us not confuse the issue. 
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MR. TREMBLAY: Yes, and we do not have the 
multiplication factor to work ie We are simply a 
financial tne caeAba. ane a monetary institution. 
That is a big factor. This might have been one of 
the reasons why these people put the ceillng in the 
Bank Act at that level. I do not know, but I feel 
they must Herds had pretty good reason for it. ah 
would be very interested to know why they did that 
if it is not because of the multiplication factor 
which gives to certain institutions an advantage which 
none of the others have. 

COMMISSIONER BROWN: I think there is a 
confusion here resulting from referring to this as 
a multiplication factor. When you lock at it the 
other way, you keep your people at 10 per cent cash 
and the chartered banks are kept at 8 per cent cash. 
Do not look at it as a multiplication factor, look 
at it as a cash reserve. I think you are looking 
at it in the wrong way. 

MR. BOYER: In respect of all these rates 
you must include the loan insurance. All those rates 
to which you made reference have loan insurance en onee 
included in them. 

COMMISSIONER BROWN: I just wanted to find 
out your feeling as to whether you thoughtthe 6 per 
cent ceiling should be less for the banks. 

SENATOR VAILLANCOURT: I would be ready to 
accept the same thing for the caisses populaires, and 
I refer to the 6 per cent. We have no objection to that 


THE CHAIRMAN: We are very much obliged to you, 
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senator Vaillancourt and aaa a. The discussion has 
been very useful and inebiretl Biel & T think twe have 
all learned a great deal asa result of this session 
with your organization, ane earhsh to thank you very 
much Peon bikdonad heretdoaas and for the assistance 
which you have given us. We have asked many questions, 
some of which have been provocative. We zt give 
the fullest ACTON hile) ee possible Lapa es views. x 
might say that we are all very much impressed with the 
great work that your institutions has been doing. Than 
you very much. 

SENATOR VAILLANCOURT: Thank you very much 
Mr. President and Commissioners: I hope you will do 
the best for our country, as*I am sure you will. 

THE CHAIRMAN: We shall now adjourn until 


tomorrow at 9.15 A.M. 


--- Adjournment. 
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1. THE EMERGENCE OF THE "CAISSES POPULATRES DESJARDINS" 

In the not ide distant past, the Canadian 
population was largely rural in character. Living 
on agriculture and handicrafts, families were self- 
sufficient. They -Beoduced the food and clothing 
and other commodities which they needed. Trade 
was rather restricted, as there was virtually no 
market. In -our rural parishes, almost every craft 
flourished, providing families with all their needs. 
It was a domestic economy. 

But times have changed. Great inventions 
(such as the steam engine, which revolutionized 
industry) introduced a new economic era by making it 
possible to organize eonciakd tind manufacturing an 
marketing on a massive scale. One of the effects 
of the economic revolution was to concentrate 
the people around large production centres; large 
modern cities (with all their social problems) began 
to mushroom; 

Old economic formulae broke down under the 
impact of the industrial and commercial boom, 
giving way to a new economy which has been described 
as capitalist. The nascent large-scale industry 
had a great need for capital. This need brought 
about the famous development of the capital stock 
corporation, whose great appeal was its capacity 
to attract savings through the distribution of profit 
on capital. The capitalist system, based on 
purchasing and selling ata profit, quickly expanded 


with the tremendous production boom, bringing about 
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a proliferation of intermediaries dependent on ~ 
productian, and etanbhetined peddeclie and financial 
“concentration vneowets the distribution of profits 
on capitan: 

way Farmers and craftsmen were forced to ad just 
to the new economic conditions ina began producing 
re the market. “Aeviculture became: an industry, 


then a business. Agricultural families increasingly. 


looked to the market to supply their needs, selling 


needed commodities at retail prices. The marketing 
and selling of agricultural products and the 
distribution of goods have become: costly.» Farmers 


by no means always get a fair price for their 


products. They do not receive a fair. share of the 
national» income.» For too many agricultural products, 
there is in some cases a considerable spread 
between: the price paid to the farmer and the price 
paid by Cue leonemnens In 1935, the report of ‘the 
Stevens Royal.Commission on prices in Canada cast 
some light on unfair business practices and the high 
cost of distribution and recommended, among other 
remedial measures, the promotion of distributors ' 
co-operatives. | 

To protect themselves from the inroads of 
a capitalist economy, families and farms had only one 
effective means at their disposal: to unite on the 
professional and economic level, i.e. to integrate 
into the economic life through the development of 


co-operatives which would enable them to become 
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their own bankers and dealers, eliminate costly. 
middlemen, secure a better price for their products, 
| purchase roe of sahibsbebean or other use at a 
cheaper price, and. enttoy a Pate share of the 
national Rhebnsep 
. “MP ige lands Olde, one ailhe six. members 
of the wonedéteebAppbinted by President F. D. Roosev 
in 1937 iO: Dheenbidatontae co-operative movement 
in Europe, noted in the committee's report on. 
modern co-operation and its economic impact: 
on The co-operative system is not quite new, 
though its application to modern production 
and marketing: techniques belongs to our time: | 
the self-sufficient rural family, before ag 
industrial sirtichlod’: Vier was essentially a co- 
“operative organization; the elements of the 
local iad cate ctasielh dia pata isla association 
existed in the Middle Ages. But the Ladisie tal 
revolution gradually eroded that co-operation. 
The number of needed services has risen, the 
<idcoinenfo Mleeratsits ofeeecoaruea has expanded, and 
what was formerly produced within the fami ly 
began to be bought on. the market placer. 
The Gececitesiomk ins movement would therefore 
extend the co-operative system which formerly 
characterized the family to a control of the 
market , through the co-operative grouping of 
families. Formerly; the needs of the family 


determined production and kept it in balance. | 


In the same way, the needs of the members. of 
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ae - "© ‘modern-co-operative societies exercise 4 control 
and stabilized production." 
With the substitution of a capitalist 
‘eeonomy for a domestic type of economy, and with 
mass industrial production Which has fathered the 
aivasioh of labour and which requires the co-operati 
of labour and capital, the importance of money and 


credit and the need for a soundly organized credit 
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System have been brought to light. Manufacturers 


ay 
— 


and business men, conscious of the essential need for 


fend 
food 


well organized credit, were quick to set up 


pe 
s 


commercial banks, for the purpose of helping them 
to meet their credit needs and to develop. 

In Germany, the craftsmen, faced with a 
disastrous competition from the new large-scale 
industry and with the need for credit with which to 
pay cash for materials they had to purchase 
collectively (through their purchasers' co-operative) 
and bent on reducing costs to face joe Bie veb: in 
turn proceeded to organize popular banks under. the 
direction of Herman Schulze Delitzsch, a leading 
economist and humanist. 

Meanwhile, what action were the farmers 
taking? They too were certainly experiencing increasdd 
eredit needs due to industrialization and the 
commercialization of agriculture. They put their 
Savings into banks which poured them into large 
centres and used them for industrial and commercial 
purposes. However, such capitalist type financial 


institutions were not interested in loaning money to 
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agriculture, since the iebten Amn unable, in hen 
of its inadequate ineome, to pay eres rates 
comparable to the Arar eae available from industry 
aa business. 


This, unsatisfied need for agricultural 


credit. gave rise, in the middle-‘of the last century ,= 
to the rural co-operative credit organization, 
With Raiffeisen in Germany. - Farmers. got together 
on a community basis to borrow Sands and later to 
loan money to one another. They collectively 
sought funds from lending ‘opines ae by assuming 
Joint. responsibility for. loans granted on their | 
behalf to the co-operative credit society. | 


Mr. Alphonse Desjardins who for a number 


of years had been aware of the damage caused among 
Of Years had been aware of the damage caused among 


the people by usury, 4 in View of the lack of 


organization of savir 


12S and credit for the working 


classes, in 1900 set up J his caisse populaire in 


Levis his. native eity. 


aa deci ished it ona co-operative basis, 


for the purpose of organizing people's savings in 
terms. of popular credit. and thus satisfying the 
credit. needs of our working classes. 

2. THE SCOURGE. OF USURY. 

Mr. Desjardins, in, 1892, was appointed 
official reporter to the House of .Commons in Ottawa, 
and, as such, tock down in shorthand the parliamenta 
debates which tock place in those years on the 
excessive rates of interest imposed on the common 


people, and on the legislative measures intended to 
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check usury. 

Devoting his spare time to the study of 
economic and social matters, he made a thorough 
Study of the problem of usury. He realized that the 
law provided no efficient remedy against usury; 
members of Parliament periodically Raised the 
question of excessive rates of intersst in the 
House of Commons and deplored the inadequacy of the 
law to protect the ‘gmail man from the voracious 
appetite of money-lenders. The revelation of cer- 
tain usurious practices in the large cities of 
eastern Canada, such as Montreal, seemed to indicate, 
moreover, that the evil was spreading. 

Mr. Desjardins made a thorough iuvesbugation 
of the situation and thus discovered the extent of 
the damage usury was causing in our country. In 
his pamphlet on the caisses populaires, Mr. Desjardin 


wrote: 


oh, 


NOt Certain sensational lawsuits: which have 


taken place in Montreal have brought to light 

deplorable cases of hard-pressed purebers 

who have had to pay necAteal money-lenders 

several hundred per cent in interest on in- 

significant loans and that is what led us to 

Douay the problem and seek methods to solve it." 
In a letter dated June 6, 1898, addressed 

to Henry Wolff, president of the International Co- 
operative Alliance, Mr. Desjardins confirmed his 
investigation of money-lending and his desire to 


find a remedy: 
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Terente, Ontario 
1 y A case which came before the law courts 
2 recently, "he wrote,"revealed the existence 
3 of a etie an I The case in point was 
& that of an individual who had to pay 120 per 
5 cent. interest on a small loan he had obtained 
6 from a money-lender. That case is by no means 
7| the only one. Indeed, as I wanted to find a 
8) remedy against the evil of usury, I have been 
9| collecting facts of this kind for some time 
10] past and now have an entire file". 
11 Mr. Desjardins realized that it was the 
12 lack of organized credit for the working classes 
13) that made usury possible and even facilitated Lb 


Credit was organized for trade and industry, the 


credit. system set up by the capitalist regime being, - 


almost’ exclusively, dha taouap wes of industrialists : 
and business people who, indeed, were practically the 
only ones who could take advatitage of it. Credit 
was not pe ee nipliie 3 capital-neguirements: - : 
of farmers, craftsmen ox meriaient #1, ; 
"Up to now, stated Mr. Desjardins in his 
pamphlet on the sataee populaires, "the 
worker, to ae the credit he required, has 
been forced. to turn to the small-loan operators, 
the pawnbrokers or the clandestine money-lenders 
Who never fail to claim their pound of flesh 
from the distraught victims who fall into their 
clutches." 
The banks were not organized to meet the credit needs 


of the working classes. 
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"Neither the banks nor the loan companies," | 
wrote Mr. Desjardins in his brief to the Parliamentam 
committee studying the bill on es pe lines and. 
industrial companies, | | 
"208re prepared to meet the credit requirements | 
of the poor because the latter have nothing 
to pledge but their honesty ana intention 
» to repay a loan: .... This deficiency in our 
economy has been of considerable iia to 
a class of pawnbrokers or small loan operators, 
known today as wis vince Mer, Who have speculated 
on the needs of the common people on the 
pretext of being of service to them." 
eine meeting of the special parliamentary | 
committee studying the bill on industrial and co- 
operative societies, héld on February 22, 1907, 
Mr. Monk, member of parliament for Jacques-Cartier, 
(Montreal) made the following statements: “It 
is true that our larger banks have branch offices in| 
rural areas and in the suburbs of large cities - 
but these offices are established mainly for the 
purpose of getting deposits. It is impossible for 
a worker, or any one else in a rural area; to obtain | 
a loan from these banks to buy, for example, the | 
equipment they need for their work", - 

The normal economic life of our country 
therefore lacked certain necessary machinery, the 
Small man being the victim of usury because of the 
absence of a credit system adapted to the needs of 


our working classes. Mr. Desjardins felt that as 
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1) long as this deficiency in economic organization _ 

2 existed, the evil of usury would Eeasiaty for 

3} no law had thus far been effective in pheventdng 

4 small capitalist Lendegs from taking advantage of 

5} the working classes. oe Desjardins weali zed that 

6 it was impossible for the government to control 

7] loans between citizens, that sec money-Lenders could pee 

8] evade the federal Small Loans Act and that the 

9) amendments tis that act were ineffective. 

10 3. THE NEED TO ORGANIZE CREDIT FOR THE PEOPLE 

11| It appeared to Mr. Desjardins that the truly 
12) effective means of controlling usury was to dive the | 
13} aa people a sound credit system which would get 
14] them sue of the clutches of usurers and supply them — 
15| the capital the needed to promote their small.enter-— 
to] _ prises and to prosper. | 

17} a -titeichiienim eteichit to find ache thew usury existe 
18 | or had existed in. other countries, particulary in 
19} Europe’ and what ee were being or had been 

20| used to check it. In the ottawa Library, Mr. 

a1| Desjardins found, among other treatises on economic 
22) questions, a book by Henry Wolff, the British | 

23| economist and cooperator, on people's rid chincnan 

24| co-operative credit unions, under the title "People's 
25 Banks", He thus learned how usury had plagued 

26 | certain countries in Europe and Asia, and how cok 

27 | operative credit unions had been organized to deal 


with the problem. Usury is a sign of serious 


deficiencies in the economic organization of the 


working classes; the plague of usury in Canada, as he 
a a ar a a 


A 432% a» 
pe ag sh igen) ay 


7 * 
7 4 t 
Ml 


| notsasicasso otmonees at ‘conetarion eds 6 
one 0% tetered biwow yrueu ‘te five ond uf 


" 


anitnevera ak ovtdootte seed ret aura bet waton 
te sneiaavbs geitol et most catbire tell ethase Lema 


erie bostheon ‘Ssalbrat eed <M .eegesto guidaow mond 


fordnes of tasmnie roy edd sot efdiasogmt saw re 
wa “blwoo exsbrel-yenon - darid .afeniiio meewwed ensol 
& ens adadd card eon anso! [fam@ Larose? oft ebeve 


-svidestient stew toe gterit od idhiiiaiiiaitdle 


oe, ~ ihe og asi Urweu senatorndiiit tO Ageom onaeyane 
| Joa Bluow colriw seseys vIbeto haves & atignaiptuinine 
bs | mectt wiqawe hee avewsay to aedotulo eft to duo madd 


| -redse £femea ated edomorg of bebeon etd Isdiqso ete 


ihc iis 3 -.  tequorg o¢ bas seekrgq - 
| ‘bevetzs euen eragteoctw bet o8 ive dee neld ‘oe 


eae at wraluorived <eebtinioo "ride at betdelxe bed to | Sk i 
: | ‘ised bard <0 ante Dae es tbement “tect baw eqotwd eer ”q 
st Ye ae aM cenendad sweIIO ond of «38 Hoero of beau jo 7 
# : oimonoas. ne aealiserd tenve gnoms <basot antbrat sett irs. yi 
4 Sol<s fateiad edd Dieta Wins yd dood B .emetvaenp tse bs 
i bine Bxt ad cd: e' sigosg no etOT sTSqOoS bes Talmocto oe ec 6 
fe a! aigost” eLthi seid Toba snolay JIibere. svidesego-o | aS 

e ot. ‘Bevgelg bait wren woi-bootssl audd eH  — . "esd a 
va ee wod bas ,skek Bite eqn’ nt aekxdnwoo alsdroo 1 ag 7 


fee o3 bes tasaro aeed bad anoing tihexD ovideveqe 


tyotree to npte s et exe emaidorg st Atiw . 


ioe 


4 vets 
0 Po) 


‘wettt Yo noljsstasgr0 okmongos sid mt aaa. 


Y) 


2 £7 fas = dhe’ mt : nna z ord 728 om i , % saishins r 


i hl ee) ets elem 


Nethereut Young 


A.11 
Terente, Outarie . 


ee | saw. it, resulted from the failure of the existing 


economic system to help the working classes develop 
a sound credit System. In fact, far from helping 
the small people to set up credit institutions, 


the banks drained their small savings into the large 
centres and the working classes were deprived of 
much needed credit. The banks were not interested i 


granting them credit. The small money-lenders were 


0 &o&© Tt OW HK Pe RUN 


practically the only source of credit for people of 


modest means, and they tock advantage of the difficul 


peo 
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boast 


circumstances of the people, charging them 


i 
& 


exorbitant rates of interest on loans. 


& 


(a) How to effectively organize popular credit 


rs 


Mr. Desjardins thus realized that the 


I ad 
am 


true solution to the problem of usury was to help > 


the people organize their own credit needs and thus — 


protect themselves against the greed of. thas 


lenders; the existing economic system was Hot 
interested in organizing a sound and effective credit | 
system for the benefit of the working epee ek 
because its own interests were better served when _ 
the small savings were being drained towards the 
large centres where they helped supply the needs of 
industrial and commercial credit. 

Savings and loan institutions, organized by and 
for the people, were in fact Savings and credit co- 
operative institutions. Through such institutions, 
the working classes could solve their own credit 
problems, and would fee ee Sai to rely on outside 


road to follow for people desirous of 


help... "he 
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managing their own affairs without the burden of 


outside interference", Mr. Desjardins wrote in his 


brochure, "is_to unite and accept both the advantages 


and the responsibilities resulting from full control 


and full participation in the economic life, an 
essential corollary to the civil and political 
freedom which we enjoy". 

Mr. Desjardins was drawn to the idea of 
the caisse populaire by his study of the co- 
operative movement. "Co-operation can, within 
reasonable limits", he wrote, "be used for all kinds 
of activities, and to the greatest advantage. 
After all -- and that is the very essential point 
of co-operation -- it is the people who manage their 
Own economic affairs. Rather than being ruled today, 
as people were two or ‘three centuries ago, by an 
autocratic king who considered himself commissioned 
by God, we enjoy self-government and settle Fh ia 
matters political through our freely elected — 
members. Why should we not have an equally free 
system in the economic field? Our political system] 
is essentially democratic, but when you come to 
our financial or economic system, you find it is 
ruled in a purely aristocratic or plutocratic way”. 

Mr. Desjardins quite rightly believed that 
the caisses populaires were the first step to econonil: 
reform in favour of the working clasdes, In addition 
to producing citizens with a deep sense of solidarity 
and service, the caisses populaires would promote 


a Sense of thrift and economy and would organize 
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popular credit on a decentralized basis, ueaiseies 
citizens with a deep sense of solidarity and service,} 
harvesting savings, hanes control of its own capit 3; 
Such was the first step towards a sound organization 
of our people's economy. The caisse populaire would 
proxtas the means to carry out this first necessary 
tase: Mr. Desjardins himself, in his brief on the 
organization of agriculture in the provice of Quebec, 
expressed his convictions in the following eeu 
“We say without hesitation that we hope to see 
the caisse populaire, that is to say the pooling 
of modest local capital, become the focus of 
activity, the dpiving force of this movement . 
It has been stated time and again and confirmed ; 
by experience that money is the sinew of war. 
Without the help cf money, how utterly weak is 
any economic endeavour. Now we are faced with 
a situation which -requires us to wage a war on 
several fronts. One of the most effective weapon 
at our disposal is to secure the powerful help of 
credit through the organization of a Caisse popu-| 
laire, Which will act as a reservoir of local 
savings, from which money will flow in the form 
of loans or agvances to give added strength to 
individual or group initiatives inspired by 


this renovating movement." 


such was the problem on 


the mind of Mr. Desjardins. He saw it as the 


essential means to provide the necessary basis for 
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rer 


a sound organization of our ecteway The effective 
organization of popular credit (which would pow 
automatically solve the problem of usury) would be t | 
driving force of the economic life of the labouring 
classes, 

But how could popular savings be so 
efficiently organized as to sae the credit needs of 
the people? How could an effective and essential 
link be established between popular savings and 
popular credit? How should we introduce in Canada 
an institution which, ‘by gaining the confidence of 
the people, could attract and bring together the 
Savings of the people and distribute them wisely 
amonz the working classes to properly meet their 
credit needs? And now could the working classes be 
helped to set up an institution capable of meeting 
their en needs effectively? -Finally, how 
would such a popular cregit institution be cor- 
Stituted, supplied ang adainieteced? | 

In reading the douse of Gomons debatesiin’ 
usury, Mr. Deejargane bed noted thet in 1088, a 
member of the Meuse Mad suggested the exegtann of 
agricultural banks operating unger the eént scl of 
the farmers. §$8 study of Oredzt co-epeyetives te 
Burope hag eonvineed hia, on the Vgc hend, that 
&@ populer oregit inatitutzed, an order to providp 
the worging clesses with low gost Gregit ang Sndiphe 
them to free themselves Swoq the ygurerg, Qhovld 
be the property of the very people who had credit 


needs to satisfy and should, therefore, be organized 
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Terente, Ontario 
according to the co-operative formula, where the 
Owners, users and beneficiaries are the same people, 
with equal rights in matters of administration 
and policy. This popular credit institution ‘where 
the owners, users and beneficiaries are the same 
people 18 none other than the co-operative credit 
society... 

But how can the co-operative credit society 
adjust itself to our particular thinking, legal | 
framework and environment? Is it possible to. 
introduce such a co-operative organization in 
Canada? Can it be operated efficiently? Will it 
attract enough aeveece to satisfy the credit needs 
of the common people? It should be noted that 
European co-operative credit societies were 


unlimited as to liabili tye “Peasants. in: heed of 


"ered tt Sroutasaet ups A06ak vo: ‘operatives -and. the Aes 
ee eo- ‘operative euia then ‘commit. everything. they soul ee 


0. secure. cones from banks oer capitalists. ‘Using. 


caidas to. meet their Jonnie needs, they would 


Severa lly and Jointly pledge everything they 


their assets to provide security that they were able 


te obtain capital, which they woulg then distribute 
among themselves atcerding to thedr.restective eredi 
needs. European co-operative credit societies were 
borrowers! co-operative with unlimited liability, 

and later served as personal credit distribution co- 


operatives. 


‘i 
Ly 7 Sea 


ote 


~ ee. i hs 
ae ent oxsdie Be 21 


= 


oxadie? dokdugiteds Bil on 


ai see 


emsa odd sis rottstobtened bus Bisa ,atonwo end 


$ibeno svitsezeqo-oo add aedt wadto enon at efqosq 


syvtetoos 
Get 4 
| yeteos dibers svitsersqo-oo eid aso wod IuH os. } 
‘ ae. 
4 feszel .ectsaint asivotdase avo od Moadttedestbs 


ot ef{dtesog dt al Tiaemnortvas bas arowomny yt 

ee ae dove goubortat 

3£ [iiw. Sylinerottis batexsgo ead Ji asd. Fsbaensd 

absan Jibere edi yvistisa et Rantvee mavens tos tics 

ai teadd fator od biuorle #1 telgesq mosmoo ond 40 

es siete Retveloos it tencleeberoqesos qesqousd 
se Hoe i) 


Mra: 10 pees wat dnsésaae UE tasel od. eh bertmt tons ae 


eo Sti tiie: Govba seco 58 hai aentwod Boos” 


 Beawo vasa sods Noreve ‘baw’ onedd piucw sviiteioqo-o9 Md 


. 


yy eee e@tailatiqes a6 edad got ereot ens008 ae free 


bluaw yedd .ebes Iibers “khedd Jdaem.od Git-abti0e 


eida exw ted! dadd Ytirtvose abivety of eteres wiedt 


7 studizsei6 sed! ofvow yod? sotdw ,fatiqss absido of 
| Ethers ovisosQaet ike? os gozaT@ade seviogmag? gnome 
e Wee tatvorone: JLbsi9 Avitexeqe-09, ameqoTa aboot 


j nr badimiicns a ea cata exowowrod 


taal 


S 


jo 
rary 


posh 
sS 


Nethercut & Young A.I6 
Terente, Ontario ie 
Mr. Des jardins did not believe in the 
possibility of operating an unlimited liability co- 
operative credit society in Canada, because he 
could not see how it could effectively adjust to | 
our abonents conditions and legal system, where 
economic or financial institutions were already 
taking the — legal form of limited liability 
companies; he felt certain, as he ‘himse1f recog- 
nized in a letter dated October 18, 1900 to Charles 
Rayneri, chairman of the banque populaire de Monton, 
in France, the director of the Centre federatif 
du credit populaire de France, to whom he Btniitstea 
the draft constitution of his caisse populaire, that 
it would be impossible to get our people to uadoree 
the principle of unlimited liability which was the 
basis of the European co-operative credit society. 
| May reason for rejecting unlimited liability, 

he wrote, is that t feel sure it is impossible 

to have such @ principle accepted by our people. 

T adopt the principle of restricting liability 

to the investment of shareholders". 1. nt 
(b) The source of p 


thrift. : | 
Mr. Desjardins felt strongly that mpuputas 
credit, to be in line with our trading economy which — 
requires heavy capital investments, and also to be 
fully effective, should feed on popular savings; it 
should even promote the practice of popular thrift, 
as thrifty habits insure proper credit training; he : 


rightly believed that credit, in order to be both 
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popular and PESO Te OSE TOR first be popular in 
having its source of Supply among the Heople, then 
in being controlled by the people concerned, who 
Should assume responsibility for its sound 
administration and for its judicious and low cost 
distributions. thus it would be true to its goal, 
which is to effectively meet the credit needs of 
the working classes. The experience of mutual 
credit societies in Europe had persuaded him that co- 
operation should provide the. basis principles of 
an effective popular credit system, because co- 
operation, apart from requiring personal effort, 
individual initiative and foresight on the part of 
credit users, greatly increases their individual 
Strength by uniting and combining their efforts 
and enabling them to settle their common problems 
themselves. in. a spirit of pride and solidarity. 

it therefore appeared to Mr. Desjardins 
that a popular credit co-operative should first be 
a savings institution; that is to say an institution 
Which would teach eur people the value of foresight, 
economy or sound administration, and small savings; 
thus our working classes, while gaining morta strengt 
by practising the virtues of foresight and mutual 
help, would eventually aaa their own credit sata 
tutions from their own savings. Such a popular 
credit institution would therefore have to be both 
a Savings co-operative and a credit co-operative, 
Mr. Desjardins did. not believe that our people's 


economy could be organized without first encouraging > 
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<., Moricing people and without harvesting the small 


“o> practiced by our working classes. Ina letter dated 


2 October 18, 1900, addressed to Charles Rayneri, 


oe de France, Mr. eo said: 


Et enna amy A.18 


a) Gres ise! Seale 


mf 


 pavings that would result if these virtues were 


_-hnecton of the Centre Federatif du Credit populaire 


“With regard ‘to ‘savings, I want our societies 

aan be genuine educational institutions which 

a wert teach our people how to practice this 
social virtue, and to this end we shall accept 
Savidh five cent! deposits." 

Mr. Desjardins established the fact that 
there was not much money to be found among the peopl 
and that they were not in the habit of saving. 

He stated in his evidence to the special parliamenta 
committee studying the bill on co-operative and 

- industrial societies that “The man on the street 
‘gives no thought to putting money aside because in 
his opinion it is not worthwhile to do so". 

In his brief on the organization of agriculture — 
in the province of Quebec = Desjardins spoke of 


the "contéapt™ehowA Pore puttoneeibneynasane® and 


the "disregard for small economics" which exist in 
our country as "national failings” and cause both 
individual and collective poverty and suffering; the 
are an overall source of evil for they. hold our 
population in a deplorable state of economic depende 


A co-operative credit society must therefore 
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Nethercut &é Young A.19 


Terente, Ontario 
1 first be a co-operative savings institution, B38ause 
2 it teaches the use of credit while acting as a 
3 source of credit. The teaching of thrifty habits 
4 is the primary task among the small people. Capital 
5 grows like a river. It is a matter of gathering 
6 all the savings, channelling them and shaping them 
7] into an economic power. The first task of the caiss 
8 populaire is to stimulate and collect the savings 
9} of the people and train the people in the proper use 
10 of credit. Its second function is to harness the 
11 savings through productive or profitable loans to 
12] those who need credit and are able to make good use 
13| of it. | 
14| On what basis did Alphonse Desjardins establish 
a this co-operative savings and credit institutton?” 
16)" On what standards does it operate in order to be a 
" mea Besa school of foresight, economy, and thrift, 
= and to attract the small savings and distribute 
19) credit in a wise, effective and economic’ way? 
20) ) Mr. Desjardins first considered the family. | | 
| 
21 He fully realized that the family, being the 
22| primary element of society, is the first co-operativel. 
23 Based on the mutual love of parents and children, the 
24| family became, with the advent of Christianity, the 
25 | greatest of social forces. Its success is due to 
26 co-operation fortified by Christian charity. 
27 | : Mr. Desjardins then noted that the parish 
28 | was a co-operative association of families. Living 
29 | on a restricted territory within the same parochial 


community, its members know and appreciate each other 
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control and great operational efficiency. In the 


Nethereat € Young 8 = 1x 
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They are bound by a community of ideas and goals 


which breeds mutual respect and confidence. The 


parish acts as.a link, enabling families to co- . 
operate in public institutions such as the er da 
the municipal council, the school board; it calls 
for their participation in dealing with common 
problems. Their many and close contacts, their 
Sharing in the same social activities develop a 
community of .spirit and ideas, as well enicouiieious | 
that are favorable to the effectiveness of a | 
Savings and mutual loan co-operative. 

In atuastes the social environment to which 
he was seeking to adjust his caisse populaire, Mr. 
Desjardins saw in the parish, where co-operation is 
effectively practised, the perfect framework which 
could provide the caisse populaire with a Simple 


and inexpensive machinery, while ensuring ease of 


mutual acquaintance of the members, he saw a basic 
element, a condition of effectiveness and a guarantee 
of security. In his view, sugh a pekiniatise of the 
operations of his caisse populaire to a small i 
territory should apply not only to active Se ae 


such as loans which would be granted only to the 


members , all living within the territory, but also 
to passive AE Such as savings deposits, 
which would be accepted only from the members. That 
is how Mr. Desjardins thought it should be. As he 
puts it in his pamphlet on the caisse populaire, 


"we have decided to limit the social activities and 
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membership of a caisse sopdfatind to a single and 
very small territorial unit". The very small 
territorial unit referred to is the a which 
he described as “the perrect environment for such 
an institution". "The caisse populaire,” he 
wrote, "is a parochial organization; it is:born, 
grows, develops and Prospers in the midst of eke 
parochial conmimntese The parish pis. 1ts tiatural 
birthplace, its focus of activity and it ‘should 
not overstep its limits”. for’ | 
The thinking of the faunder of the caisses | 
populaires on this matter was no doubt — bh the “| 
opinion that it was neither wise nor economically 
sound to attract depositors from all sections of an 


area by means cf high interest rates and active 


publicity, as this might drain into one area too 
much capital for its needs, at the expense of another] 
area. Such a policy could easily lead to the temp- 
tation, for powerful caisses populaires, to gO ovftsid 
their normal field of activity and invest their 
surplus savings in loans; thus ecating the basic 
principles which guarantee its security and effective- 
ness. Experience has, in fact, confirmed the value of 
limiting the operations of savings and credit co- 
operatives to a restricted territory, where the. 
methbers aré mutually acquainted and where it is 
easier to loan money wisely and inexpensively. Twelve 
hundred and fifty (1250) caisses populaires Desjardins 
affiliated to the Federation de Quebec des Unions 


regionales des ¢aisses populaires Desjardins are in 
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Terente, Ontario 

operation in the province of Quebec. The great 
majority of the caisses populaires Desjardins are 
parochial institutions, and share the benefits 


offered by our parochial community organization. 


The citizens of a parish know and trust one 
another, and will be inclined to help’ one another th 
their caisse populaire. The fact that they are not 
all of the same trade or occupation is a factor of 
stability for their caisse populaire, and a slowdown 
in a particular economic field (for example the 
closing of a local industry) will not jeopardize the 
caisse populaire. With a membership pap athe teeta 
various occupational or trade groups, the caisses 
populaires Desjardins are in a better position to 
weather economic recessions or periods of unemployme 

The parish, in turn, benefits from the 
operations of the caisse populaire. "It cannot be 
denied", writes Mr. Desjardins in his pamphlet, 
"shat an economic organization based on the parish 
unit will necessarily strengthen the ties that bind 
our people to their church, making it dearer to their 
hearts because it will symbolize not only their 
most noble aspirations but aiso their material needs, 
which after all are not to = forgotten. Making the 
parish a solidly co-operatized focus of every activit 
directed towards the physical well-being of the peopl 
can do no harm to its supernatural mission. Such a 
close alliance of all the interests involved can only 
produce healthy results, as mutual support will only 


make their efforts more effective". 
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The caisse populaire adds a useful element 


to the parish organization. The municipal council 

_ looks after the civic affairs of the parish, whereas 
the Schoolboard is responsible for the education 

of children. There was a need for a popular savings 
and-credit institution to provide financial help 
for the organization aia development of the 
community's economic life. With the savings 


harvested within the parish, the cdaisse populaire has 
in hand a source Petipa ve whieh pis placed at 
the disposal of those who can use it productively or 
to advantage. It stimulates a healthy circulation 
of capital lends support to local enterprise and — 
helps the citizens buy their own homes. 

' On the model of the Schulze 'People 's 
Banks: and of the Raiffeisen rural credit co- 
operatives, and with elements borrowed fro the 
mutual savings banks existing in the New England 
States, Mr. Desjardins built a savings and credit 
co-operative. Under co-operative principles, 
he was able to couordinate Savings and credit ina 
Single institution solidly based on the parish, 
in such a way as to use the people's savings to 
provide credit for the se in an effective and 
inexpensive way. In studying the Speie taet of the 
French ‘caisses d'epargne', Mr. Desjardins had 
noted that attempts to reform those itmbisuedione 
(1885-1895) had ie@ %6 the adoption of the dansseeesles 
System and to the addition of a mutual credit BBEvitel 


as a means of using savings deposited by the French 
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‘had also noted, in studying savings institutions 
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in his plan to organize a savings and loan co- 
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farmers and craftsmen to provide popular credit. He 


in other European countries, that the German savings 
banks, near the end of the last centruy, provided reall 
credit (secured by real or personal property), and 
in such states as Bavaria, even provided a small 
amount of personal credit (secured only by the 
borrower's moral character.) The Prussifgn savings 
banks used a substantial part of their funds 
deposited in savings accounts to provide mortgage 
loans; by granting credit on real property, they 
helped the farmers improve thee land. The reform 
movement in the French ‘'caisses d'epargne' for the 
co-operative use of their considerable capital by 
the working classes, and the policy of the mcherethi 
Savings banks to provide agricultural credit on 
the security. of real property, and also a certain 


amount of personal credit, confirmed Mr. Desjardins 


operative society adjusted to Canadian conditions, 
based on the principles of the Schulze people's bank 
and of the Raiffeisen banks, and with elements - 
borrowed from the American mutual savings bank. 
Recognizing the true value of the traditions of 
thrift which existed to some extent in certain 
classes thanks to the banks, the Caisse d'Economie, 
the Savings Bank of the City dna District of Montrea 
and considering at the same time the great. 
opportunities offered by our parochial structure in 


lation to his caisse populaire, Mr. Desjardins though 
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1 _ he could use these traditions of thrift and the 
parish structure as a solid and permanent basis for 
a savings and credit co-operative institution that 
would provide machinery to encourage thrift, and 


redistribute credit to the working classes ina 


Sound, adequate and effective manner. The parish 
was the link which enabled Mr. Desjardins to success- 


fully combine into a single organization governed 


oo ys AO KH ke & Ww 


by co-operative principles the twin economic 


° 


functions of providing the machinery to promote 


jab 
ary 


popular thrift and of distributing credit to the 


= 
a 


people. 

The pubddquset growth and effectiveness of 
the caisse populaire movement proved that he had 
Preece right. "Having carefully studied the mutual 
savidia pees of several American states and looked 
at their results", he urites tn 918 Spampn let on 
the caisse populaire, keine to the conclusion 
that our own economic units of an exclusively 
parochial nature should be established on a similar 
basis". Mr. Desjardins wanted a co-operative 
credit system. The conclusive experience of the 
Raiffeisen village banks and of the Schulze people's 
banks had convinced him that only a co-operative 
System of credit distributed on a decentralized basis 
could meet the credit needs of the working classes 
in a wise, flexible and inexpensive way. Popular 
credit could be provided effectively and democratical 
by means of a local co-operative Savings and credit 


association: the Caisse Populaire Desjardins. 
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+. PURPOSES OF THE CAISSES POPULATRES DESJARDINS 


The founder has defined the objects of his 


caisse populaire in the following terms, as founda 


in article 2 of the Constitution of "La Caisse | 
Populaire de Levis", the first such institution, whic 
was founded in 1900. 
be To protect its members against reverses of 
fortune, the results of enforced idleness, 
Sickness and want, by teaching them the 
inappreciable benefits of wise providential 
measures based on mutual assistance and co- 
operation, and, in particular, by instilling 
and developing in them the taste for, and 
the constant and energetic practice of, 
economy on the most modest scale; 
2. To aid them by a wise and prudent system 
of credit in the form of loans and Ravances, 
the proposed employment whereof must be 
communicated to the association, be approved 
by it, and be in accordance with the spirit 
in which it is founded; Me 
Ba To enable persons devoid of fortune but SES 
are honest and laborious, to form part of 
the association by granting them facilities 
for paying up their shares in the Sogpent 
a¥éde by means of very small weekly instalments; 
4, To secure the sPedeive of the Christian and 
social virtues that mark the good citizen, t 
honest, laborious and honourable worker, by 


exacting above all moral warranties of the 
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1 highest order from the shareholders who 


2 borrow from the association; 
3i er To combat usury by means of co-operation, by | 
4 providing all who are deserving of the aanee. 
5 through their fondness for work, their skill 
6 and the integrity of their conduct, with the 
7 moneys they require for carrying on their bu 
8 or occupation, thereby making them independe 
9 of lenders who levy exorbitant commission or 
10 interest, or of those who impose too onerous 
11 conditions in connection with credit; 
12 6. To foster the spirit of enterprise and pro-: 
13} mote local works, whether of an industrial — 
1 or agricultural character, by the prudent us 
sel of the savings effected within the district 


covered by the association's operations; 

, 7. ih dideticainadbctne members a practical 
aera dea ae Ge the elementary iNet lee of 
economic science. - | e ae 

8. To teach them respect for their engagements, 
and also the advantages inevitably aetisedb 
those who faithfully fulfil the oni taettors 
they have undertaken; | 

9. To create and foster mutual confidence 
between shareholders by means of economic 
relations based on the security of warrantie 
of a high character, inasmuch as they are 

founded, in a very great measure, on morality 
honesty, order, love of work and prudence; 


10. To gradually procure them -- by persevering 
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efforts towards securing economy and con- 
sequently a just measure of credit -- that 
economic independence which inspires and 
fosters the feeling of personal dignity 


and convinces one of the need of relying 


above all upon oneself to improve one's posi 
tion and raise oneself in the social scale. 


(a) Teaching thrifty habits and the use of credit. 


The primary function of a caisse populaire 
is to stimulate savings, receive, hold and hand them 
back to its members on demand: Despite the fact that 
men have intelligence and foresight, 
thrift is not a natural human quality; by nature, 
man ts not inclined to save. Citizens therefore 
need protection, because at certain times, they are — 
more inclined to spend their money than to alee it. 
The credit union provides this safeguard. It promoter 
thrift, constantly calling attention to its necessity 
facilitates the deposit of savings and is of easy 
access to all. Al small savings must be collected, 
as otherwise, they rén great risks of being squandere 
Credit unions try to salvage small savings, which 
7 earned by hard work. §"apart from providing 
facilities for deposits, the Caisses Populaires 
Desjardins ensure the security and promote the 
proper use of savings. It is a golden rule which 
they make it a point to follow in carrying out their 
primary function as savings co-operatives. 

In an address to a youth convention held 


in Quebec City in 1908, here is what the founder of the 
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1 caisses populaires had to say on ee matter. 

"Some will object and says Why have savings 
co-operatives when we have banks that collect 
Savings everywhere through their branch offices? 
First of all, banks are not created fon. the : 
purpose of contributing to the welfare of the 
people. generally or of solving social problems 


on the economic level. The thought has never 
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occurred to them, and happily so, because they 


are in no way equipped for such a mission. They 


S 


would therefore certainly fail.in such a task, 


i= 
ay 


and would be. less successful in maleing profits 


faa feat 
@ 


for their shareholders, which is their single 
purpose. Let each institution pursue the : 
particular ends for which it was created, and 
things will be all to the better. 3 

| In the second place, is it true that the 
banks reach into every community ? Apart from 
‘the economic danger of such a constant drainage 
of local savings for the sole benefit of the 
larger centres, and within those centres, for 
the sole benefit of a ae number of customer, 
is it not true, despite the disturbing growth of 
the branch offices, particularly in the past 
few years that the vast majority of our parishes 
are without such storehouses of savings? The 
explanation is quite simple; it is that the. 
banks is a company created for the sole benefit 
of its iia ctiemiaiiit eaetiad not a social institutio 


primarily designed to serve the people to the 
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1 "limit, without any hope of substantial profit. 

2 What the banks is after is profits to fatten 

3 the year-end dividends. That is the undis- 

e guised truth. Now there are many parishes where 
5 the operation of an agency or branch office 

6 would be a source of loss rather than gain. 

7| The banks therefore stay out. Is this sur- 

8 prising or regrettable? Far from regretting it, 
9 we should welcome it if such a default has the 
10 effect of stimulating local initiative and causi 
11 the people to create a much more baneficiall 

12) storehouse, one that will be much more appropriat 
13} to the needs of our parishes, in the form of a 
14) caisse populaire. 

15| Finally, panks do not grant credit to the 
16] poor. They lend mainly to people in big industry 
| and business ...... While eatin too con-. 
18| cerned with the fate of the banks, knowing full 
19| well that they are able and of a mind to look 
20 after themselves, we can say that ge ones of 
21 -.. eredit unions would be much to their advantage, a 
2) it would increase the flow of savings, and 

23 | thereby the total wealth of the country, thus 

24| increasing economic activity, something which 
25 | undoubtedly would be beneficial to the banks. 
26 Such has been the experience elsewhere, and 
27 - there is no reason why it would not happen here. 
28 Sincé when have elementary schools been ‘ices aie, 
29 to the university? Must not one learn to read 


and write before attending an institution of 
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is based on the same principles and directed to the 
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higher learning? The credit union is the econom 

elementary school. No matter what may happen, 

large banks will never collect penny savings, 

as this would be too costly in view of their 

luxurious organization and highly paid staff; 

a local credit union, however, can easily do 
this, first through a sense of duty and secondly 
‘peéadde of its very method of operation, which | 
is based on social dedication." 

The purposes pursued by credit unions 


through the distribution of credit and the repayment 


of loans by means of small regular instalments are 
no different from their goais as savings co-operatives. 


The credit department of a Caisse Populaire Des Jardins 


Same goals as the savings department -- the economic 
social improvement of its members -- and the method 
used in both cases is always the practice of fore- 
sight economy and thrift. By having to make small 
payments on loans, borrowers are enc ouraged to use 
foresight and save to repay eee loan bit by "bit, 
and to improve their economic and social conditions. 
This explains why the credit arose must know the 
purposes of a loan and make sure that it will be trul 
useful and beneficial to the borrower. It also explains 
why the credit committee requires borrowers to pledge 
themselves to small regular payments on their loan, a 
a means of inciting them to put their financial house 
in order, use foresight, live moderately eld practice, 


and to make sustained efforts to organize their 
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have pointed out, play an educational role within 
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business and living habits in such a way as to save 
money to improve their economic and social caeaisi came 
Such is the task of economic and social education 
performed by the members of a credit committee when 
they are true to the spirit of the founder, who 
wanted the caisse populaire to be, in every parish 
a practical school of economic and social education 
for the citizens. 


(b) Economic education in the homes 


The Caisses Populaires Desjardins, as we 


the parish, teaching foresight, economy, thrift and 
the use of credit. Their purpose is not only to 
protect the savings deposited with them and to see 
that they are properly used, but also to consider 
effective ways and means of teaching families to 
manage their affairs properly. When the families in 
parish get together to set up a caisse populaire, it 
is. to practice mutual help. Pare mutual’ help is not 
restricted to the hoiding and proper use of savings; 
it must also cover the administrative education of 
householders. One need only to ieee eeanch 

to the purposes of a caisse pepuaamee as described inj the 
general statutes of the movement to realize this ji | 
The growth of savings has been too slow in Canada to 
meet the investment needs of an expanding economy. 
Moreover. either in spite or because of the higher 
salaries and incomes enjoyed by Canadians, consumer 
debts have risen considerably since the last war. Th 


standards of living, goals and needs of the family have 
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1 undergone great changes as a result of the 
2 industrialization and urbanization of our society. 
3 Conscious of their responsibilities to the 
4 working classes, and wishing to be adequately 
5 informed on present day living conditions and essential 
6 needs in our homes, the Federation vod the Assurance ; 
7 “Tie Desjardins have asked the committee of economic 
8 and social research of the Laval University Paculty 
9 of Social Science to undertake a scientific study of |. 
10 living conditions, economic: behaviour,. aspirations 
11 and needs of wage-earning families in Quebec. 
12 This study will reveal the factors affectin 
13 the behaviour of families in relation to thrift and 
14 the use of credit in relation to their consumer needs 
15 It will define their living conditions, goals, and 
16 needs, and will provide scientific data that will enaple 
17), ‘the Federation des Caisses Populaires Desjardins as 
18) to design piece aan families of different social 
19 “environments. The data from Such a study will . 
20 help the leaders of the caisses populaires movement tp ie 
21 develop policies concerning savings and credit, and 
22 will help them select the most ae Oe eee and 
23 means of teaching families how to manage a household, 
24 make better use of consumer credit and provide for th 
25 future. 
26 5. BASIC PRINCIPLES 
27 | The Caisses Populaires Desjardins are based 
28 on the following co-operative principles: 
29] (a) One member, one vote 


A Caisse Populaire Desjardins is a savings 
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and loan co-operative. are eee of a enoye? whe 
freely join together .to establish and operate such 
an institution are the owners of that institution an 
Share equally in its management. Rach member has a 
Single vote, no matter how many shares he owns. In 


his submission to the Special Committee of the 


House of Commons on the bill respecting industrial 


and co-operative societies (1907) Alphonse Desjardins 
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wrote: 


S 


"What illustrates more than anything else 


i= 
p= 


the essential difference existing between 


a joint stock company and a co-operative 


a 


= 


association is the principle AV apes share- 
holder, one vote'. Unlike the society based 

on capital, whatever may be the number of 

Shares one has, be it large or small, he has 
only one vote. This system is Me direct 
outcome of the central idea that should always 
prevail in a co-operative association, that of 
an aggregation of individuals, not of dollars | 
or capital. One ought to have the privilege 

of enjoying a large influence because he has put 
in more money than his neighbour. The voting 
‘power being the same for every member, no one 
can exercise undue pressure on the management 

of the association, or vote himself into any 
office where he could control the affairs and 
manage them according to his own selfish interest 
The danger of such societies falling into the 


hands of shameless speculators, as happens every 
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355-4n joint stock companies, is thereby removed. Th 

- basic importance of this principle has been 
universally recognized. There can be no true co- 
operative society if this principle is not strictly 
adhered to." 

The parish caisse populaire is a society of 
people; it is not a society of capital or a joint 
stock corporation such as a bank or loan company. 

In a caisse populaire, the vote is attached to the. 

person; in a bank, it is attached to capital eis 

i.e. to money. Members take decisions at the annual 
or special meetings of the caisse populaire accordin 
to the principle of one. man: one...vote.,,. and Baht 

cording to the rule followed in capitalist pen tear rp 
where each shareholder has one vote for pai hacee 
he owns.. Thus if shareholders. of a joint stock bank | 
personally own or are proxies to the owners of fifty . 
per cent of the capital stock. (who are absent. from 

the annual meeting) they can control the bank, take 
administrative decisions and determine the aistri- 

bution of ee to the Da a | 

The Shareholders ofa caisse populaire are 
at the same time its owners, users and beneficiaries. 
They give it their savings to administer, and borrow 
from it when they need money. They select from 
among themselves the members of the three boards or 

committees responsible for managing the caisse populajire, 
granting loans and generally supervising the 
administration. The mutual relationships of the 


members are therefore on a basis of a social equalit 
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in accordance with the co-operative principle of one 
man. one vote. 
(b) “Freedom to join and withdraw 

The founding members of a caisse populaire 
and other citizens in the parish who join in later 
are freely associated: 

The citizens of the parish are therefore fr 
to join the caisse populaire, or to withdraw their 
membership. A co-operative institution, the caisse 
populaire is based on persuasion rather than coercio 
(c) Distribution of overpay; 


ments or net operational 


surpluses to members according to their transac- 


The Caisse Populaire Desjardins is a 
combination of two co-operatives: the savings co- 
operative and the credit co-operative. It combines 
two functions previously performed by two secatada 
institutions: the "casse d'epargne" and the credit 
co-operative. In Europe, credit co-operatives 


are supplied, at least in part, by means of loans 


from "“caisses d'epargne" commercial banks. 
This dual function of the caisse populaire must 

be born in mind if one is to fully understand how it 

applies the co-operative principle of distributing 

the net surplus on operations to members in proportio 

to their transactions with the caisse dgiisebeoe 

any no tlle hah has two essential elements; 


1. It is an association of people; 


2. It is an economic venture, 
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This gives rise to two basic rules: 

(a) the rule of equality among members in their 
mutual relations within the co-operative, 

(b) the rule of proportionality in the distribution 
of net operational surpluses to the members. 

The rule of equality involves the appli- 
cation of two co-operative oniaandes 
1. One man, one vote, which places all members on a 

equal footing in the management and control ana 
their caisse populaire; 

2. Equal freedom for all to join or not to join 
the caisse populaire. 

The rule of proportionality governing the 
relations of the credit union with its members in 
economic matters involves the application of two 

co-operative principles under Which net surpluses 
Ei on operations or overpayments must be refunded to 

the members in proportion to their transactions with their 

credit union. This requires 3 

1. a limitation of insets Secon a capital; 

2. the distribution of net operational sib ass to 
the members pro rata to their transactions with 
the credit ee and etibtelet csimitiawiies their 
capital. | | 

How does a edi ee distribute its net 
operational surpluses? re pays a limited interest 
rate on capital ro en, and on savings. 
The on on Shares is slightly higher than the 
interest on savings. The reason for this is that the 


financial liability of members is legally restricted. 
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i to their shares. The shares (which involve co-owners ip) 
é are therefore subject to a certain amount of risk 

3 that does not affect savings. It should also be 

4 noted that the member pays an entrance fee of 

5 every share that he buys. In addition to being a 

6 direct contribution to the reserve fund of the 

7 caisse populaire, the entrance fee serves to 

8 stabilize the share capital; as it is not refundable 
9] the member is likely, once’ he has paid it; not to 

10 withdraw his shares without serious reasons. This 
11 explains why the caisse populaire pays its members a 
12 higher interest rate on share capital. This interes 
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on shaves ds called a bonus to differentiate it from 
interest on savings. It is obviously different 
from a dividend, anton ina bank, represents a 
distribution of profits on the shares. If the bonus Were 
a dividend, it would foliow the profit curve in the 
Same way as a dividend, and the higher the profit or 
net surplus, the higher the bonus. But such is not 
cases the Caisses Populaires Desjardins limit 
interest on share capital and savings. They treat 


capital as a good servant, to whom they pay a 


reasonable wage. 


Members deposit their available savings with 
their caisse populaire in order that the.money may 
be loaned to other members who need money. The caiss 
populaire pays its depositor members a limited interebt, 
and charges its borrower members a slightly higher 
rate. The excess of interest recéived on loans and 


investments over interest paid on Savings should pro- 
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Terento, Ontario 
vide a net surplus adequate to cover administration dosts, | 
to build up the reserves deemed necessary to consolidate 
the financial position and of fertiipeseibie losses, 


and to pay a reasonable interest or bonus on member- 


Ship shares which determine the co-ownership of the member; 

A caisse populaire is not in the money market. 
It does. not allow a small number of Shareholders 
to make handsome profits on the savings of the 
membership. as a whole. Only its members can deposit f 
their savings with the caisse populaire, and only 
its members may take out a loan. They pool their 
savings for their own use, and not so that a small 
group within their ranks will make profits on the 
other members' money. It neither borrows money nor 
accepts deposits from other than its members to 
loan the money for a profit. 

Banks, on the contrary, accept deposits of 
money from anyone and loan. to anyone -if they think 
it is good business; they are in the money market, — | 
accepting deposits from the public and loaning the 
money at a higher interest rate for profit... Such . 
profits are divided among their shareholders on 
the basis of the number of shares they individually 
own in the bank; as the term dividend clearly implies, 
profits are divided among the shareholders according 
to the size of their holdings. 

Of course, a caisse populaire cannot exactl 
foresee the total amount of administration costs or 
the amount of interest to be paid on shares and 


Savings, as these necessarily vary. If therefore 
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charges and interest rates which, in all probability 
will more than cover total expenditures Pet Te 
interests, plus a contribution to the reserves. If 
at the end of a financial year there is a net surplu 
after payment of a reasonable bonus on membership 
shares, the caisse populaire repay te its borrowers 
the excess interest charged on loans. By means of 
this refund or return of net surpluses, operations aye 
brought back to cost. 

The amount of this return necessarily varie 
according to the amount of surplus interest charged 
on loans. The higher the loan, the higher the | 
interest paid, and therefore the higher the amount 
returned to the borrower. Thus the rule of pro- 
portionality is applied to the return of overpayments, 
net surpluses being distributed in aire to the 
hatiendieneits ieoiridines the borrowers and their caisse 

In dealing with the distribution of net 
surpluses, Mr. Desjardins writes in his pamphlet on 
the caisses populaires: 

"Now credit unions have made it an iron-clad 
rule to treat them (depositors and borrowers ) 
both with equal wiietcs'. 
Whenever the bonus is raised, loans terms are improv 
This. is an application of the co-operative system 
on which savings and credit societies are based. 
Though it is a new principle in this field, it is 
a commendable one, based on true equity and solidarit 
Moreover, it must not be forgotten that borrowers 


also benefit from increased bonuses, because they 


eteo0o oF Noed Jnguoxd 


keltay ylivaeseoon miugex aind to ¢nvontse ent — 


| begets gasistini eulqusa to tavoms eft ot gntfyooos 


B tare 
eid teria! ot eof edd terigid efit .unsof no Loe 
davons eit redagtd edt evoteter? foe .bteq daovetdar  . Pers 
Og onan ef} audT .veworrod erid od bonsutes yar : 
| fat : 
7 ; 
a . 

aD 
den. a noldudiagelh end dtiwgnkissh ar a Ca 
no Jeldgqmsg ein at setiuw eatbusteo@ .aM .esaul gre yer ; 

seerkaluqog essetes sas jOS 

bslo-novi as ti sbhem aved enotay tibeto wou" ts 


(ersworred bas s1odLacoqeb). medé teers oF efus 
"sotdaut Lsups Adiw agod 
—  Bpvoramt. Sts emrted gasol  ~beatst ef euned ed¢ revenenw 


Mmeteys eviteisqe-oo sat to moljsoliqqs an af e8ldat 


ory 


-beasd evs astistoor thhero bis eprives dolew mo 


Se ARR BR oS 


@f IE .bLoli aldd-at Nd aa af tL AquonT 


a a 


Winsbhbifos base yvdtups sust no boesd <ot0 sidabroemnios -s 


Brewopxed Jedd aetiogret od vom taum ot _tovosr0N 


ec .asaunod PO, TR AR 
ve We te ey ae, “Ul ae Te ny ee 


o oO ss A HA * WB WB 


a 
> & & & 


Terente, Ontario 


also own shares on which the bonus is ore It nee 
fore follows that all members: have a double Geiarane 
in the successful operation of the caisse populaire, both 
as depositors and as possible se heuan 
It was Mr. Desjardins' intention that his 
caisse populaire should treat depositors and borrowers 
with equal fairness, y paying to the former a 
higher interest rate on their shares, and in respect 
of the latter by reducing the interest on loans by 
means. of returns whenever there is a net surplus on 
operations. | 
The caisses populaires apply this principle 
of fairness to all their members. This rule of 
Guatbene depositor members and borrower members with 
"equal fairness" in the distribution of surplus 
profits is set out in the following terms in article 6 
of the general statutes of the Caisses Populaires 
Des jardins: 
"For any increase in the annual bonus 
there shail be a corresponding improvement 
in the terms of loans to members, either 
in the form of a reduction in the interest 
- vate or otherwise.” | 
It may also happen that at the end of a 
year, there are no net surpluses to be distributed, 
after deductions are made for interest on savings, 
a contribution to the reserve fund in accordance 
with the by-laws, and payment of a reasonable interes 
on Shares. In such a case; the caisse would not 


issue returns to the borrowers; but would still remai 
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a true co-operative. It is a non-profit RRC a , 
and has already provided its services at cost. 

6. RULES AND METHODS OF OPERATION 

(a) Limitation of the territory of operations 

The first rule governing the organization o 
a Caisse Populaire Desjardins is the limitation of it 
territory of operations, or in other words the 
limitation of its activities to a restricted group (the 
parish) where the members know and have confidence 
in each other. 

te onénbers of a caisse populaire must be 
honest people and must be mutually mileage The 
mutual acquaintance of members is a requisite for 
the suésedstul operation and effectiveness of a 
caisse populaire, which could not be organized or 
function if its members lacked confidence in one 
another. It is therefore important that the members 
be mutmally acquainted and be honest citizens willing 
to help one another. 

The beard of management of a caisse 
populaire exercises elose control over the acceptance 
of new members, to ensure that applicants without the 
required qualifications be kept out. Those qualifi- 
cations are set forth ta’ she following terms in 
Article 7 of the Statutes: 

"ust be honest, beiriert uni: in his payments, of 
- sober habits and industrious”. / 
The Caisse Populaire Pesjariiins is based on the mu faa 
confidence of its members and their willingness to 


help one another in a spirit of social justice and 
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1 charity. This is possible inasmuch as the members 
2 are honest and willing to practice mutual help. ‘ 
3 After emphasizing the qualifications for membership, 
4 Mr. Desjardins (in his pamphlet on the caisse popula se 
5 concludes: 
6| “Therefore a caisse populaire is primarily 
7 a society of honest people, and in order 
8 to leave no room for doubt on this score, 
9| activities are restricted to the limits 
10) of the parish where the people are mutually 
11] acquainted." 
12} (ob) Limited liability of shareholders 
13 | | The financial liability of the shareholders 
14| is limited to their shares in thevcaisise populaire.- 
15| Section 3 of the Quebec Co-operative Syndicates Act 
| 16| governing the caisses populaires confirms the fact 
17| that the financial responsibility of members is. 
18| limited to the amount of their respective Shares. 
19| This section reads as follows: | 
20| "A shareholder is liable only for the unpaid 
21) i portion of his subscribed shares". -.- 
22| This means that the members of a caisse populaire 
23| couid, under this section of the act, be called 
24| upon to complete payment of the unpaid portion 
25 | of their subscribed shares if the caisse populaire 
26 needed the money to honour its obligations; as the 
27 | paid up share capital is 5 todele) invested in the 
28 | caisse populaire, it goes without saying that the . 
29 members could not in such a case withdraw it. an. | 
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a caisse populaire, having sustained heavy losses on 
its loans, is no longer able to operate and is 
forced to wind up, and assuming that at some point, 
it is found that the proceeds of loans and investmen 
will not yield enough money to repay to the deposito 
members their full savings including share capital, 
then priority will be given to the repayment of loans 
if any; deposits will rank second. The balance of 
the.assets realized will be used to repay share capit 
if this balance is found inadequate to fully cover 
the deposits, the doubles will be asked to complete 
the payment of their shares in the auth populaire 
which are not completely paid up. In other words, the 
liability of members does not gO beyond the amount of 
their share holdings. 
(c) Low cost membership share 

As indicated previously, one of the purposes 
Mr. Desjardins had in mind in establishing his caisse 
populaire was to teach and promote the pret tine of 
penny Savings, to use his own phrase. He wanted the 
caisse populaire to be @ parish school where everyone 
could learn the value of pennies and acquire a sense 
economy and the habit of thrift. So that no one, eve 
the poorest, would be deprived of the benefits to be 
derived from membership in the caisse populaire, and 
to make it quite clear that the primary function of 
the caisse populaire was to promote small Bayi ness 
he set the cost of shares at & simall amount. 

Article 19 of the Statutes of the caisse 


populaire sets the value oF a membership share at 
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Act authorizes shares as low as $1.00. However, to 


Mr, Nicholson's statement (see the Appendix to 
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$5.00; although the Quebec Co-operative Syndicates 


make it even easier for the poorest to join a caisse 


populaire, the General Statutes (Article 20) of 


the caisse populaire provide that shareseshall be 
payable at a minimum rate of 10 cents a week per share. | 

Thus, anyone may, if he so desires, joint 
a caisse-populaire; agree to obey its rules,. acquire 4 
a share and, by attending this ote school of | 
economy, learn the practice of thrift. | 

Shares always remain at the original 
value; they are not shares that jane with the market. 
Shares in a caisse populaire aoe the property of the 
members who may withdraw them. 

Endorsing the view of Mr. F. A. Nicholson 
who directed the study on credit in India at the 


close of the last century, Mr. Desjardins quoted 


the general statement before the House of Commons 

Committee (in Ottawa) on’ the billorespecting: co- 

operative and Industrial Societies Act (1907): 
"The society does ristld qnetet: of a fixed 
number of transferable shares whith be 
transferred to and held by any one, but of 
a congeries of men all personally selected 
for admission to membership; the holding of 

a share does not make a than a member as in a 

jganb stock society, but membership gives'a 
right to and requires the holding of a share; 
the society is an aggregation of site not 


of shares. " 
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(d) Free administration 

The caisse populaire is an institution for 
moderate income people. Its operation costs are 
kept toa strict minimum in omige to reduce the cost 
to its members which it is intended to help.. For 
that reason, the founder of the movement wanted its 
administration to be provided free of charge. Only 
the manager (and staff) may receive a remuneration. 
This excludes the payment of fees for attendance at 
meetings, as well as commissions to officers; their 
Services must be completly gratuitous. The Quebec 
Co-operative Syndicates Act Pa ae ale the caisses 
populaires provides (Section 23): The services 
of the members of the boards of sits? cla ie of the 
board of supervision and of the committee of credit i 
Shall be gratuitous. The saa may be paid for 
his services. | 

The ecenomic administration of the caisse 
populaire is made easier by the fact. that its 
activities are restricted to the parish where people 
adit in 1 ty acquainted. "All transactions of 
the association which yield profits or benefits 
Shall, being essentially eoLopéerative: be confined 
to the members. Such transactions according to 
Section 6 of the Act, shall aw be deemed to be 
the operation of a business, financial establishment, 


or means of profit." 


Membership in a caisse populaire is restricted 
to the citizens living within its territory, which 


is usually a parish. And all its transactions which 
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- operative, are confined to its members. Only the 
members may share in the operations of their caisse - 


populaire. Only the members may deposit their 


savings or take out a loan. The co-operative nature 
of tne operations of the Caisses Populaires Desjardi Sy 
which is recognized by legislation, has also been 
given recognition by the Federal taxation authoritie 
In 1930, when an amendment to the Income Tax Act was 
‘introduced to exempt credit unions from sh&che tax, 
the Hon. Euler, then Minister of National Revenue 
declared: 

"The members of those organizations (the 

Caisses Populaires Desjardins or credit 

unions) contribute their money for one 

purpose only, that those moneys shall 

again be loaned to the members thehve ves", 

It is entirely a co-operative institution." 
The result ¥s that operation costs are reduced to 
the very minimum. This is to the benefit of both 
depositors and borrowers 3; thanks to this ‘administrative 
economy , they enjoy more favourable interest 
conditions. 

The caisse populaire benefits in another 
way from the eect youeneen of adminstrative services|. 
Those who are elected to office in a caisse populaire 
are not driven by considerations of profit or 
financial reljrd Their willingness to hold office 
stems from a sense of dedication and social mindednes 


the principe of the gratuitousness of services tends 
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to favour the election at the head of a caisse 
populaire of dedicated and unselfish persons. Being 
unpaid, whether in the form of attendance fees or 
otherwise, the directors and credit committee member 
have no interest in involving the caisse populaire 
in risky loans or deals; ie do not see in their 


— 


caisse populaire personal finan 


sinterests to be 
protected at all costs. 

The gratuitousness of services, which cande 
for unselfishness and social mindedness, is a 
guarantee of sound administration and security 
for the caisse populaire. 


(e) Setting up of an indivisible financial reserve 


From.a portion of its annual net surpluses, 
the caisse populaire accumulates a financial ce 
to protect itself against possible losses. and to gain 
strength go as to render greater services to its 
members. 

Such reserves belong to the caisse populaire 
in its own right and can never be distributed to the 
members. Should the caisse populaire be wound up, 
the balance of its realized assets, including of courge 
the reserves which belong to it in its own right, is 
distributed or applied, within the territory of the 
caisse populaire, to one ov more works of general 
public utility designated by the Lieutenant-Governor 
in Council. Such a provision precludes any temptation, 
on the part of the shareholérs, to distribute to 
themselves the reserves of their caisse populaire. 


Such reserves contribute to the depositor members! 
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members living within the parish) works to the 
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confidence in their caisse populaire, by protecting Bie: 
Savings against possible losses. 

The members thus benefit from the payment o 
part of the net operational surpluses of their 


caisse populaire into an indivisibYes#inancial 


reserve, while the PasePvE fund is the property 

of the caisse populaire and may not be aivided, this 
does not make it unproductive. It yields interest 
which enable the caisse populaire to improve interes 
rates on savings and to reduce the rates°on loans. 
Such a common fund (which 18 eradually butt up 
through administrative economies resulting from the 


use of unpaid officers and from the simple and 


economical system of restricting operations to 


benefit of all members, both depositors and borrowers 
alike. | 

Section 39 of the Quebec Co-operative 
Syndicates *lewequites t1H@ilce bus populaire to 
apply to reserves at least 10 peleaerit of their 
annual Hots Weegee | The General Statutes of the 
Caisses Populaires Desjardins are more demanding. 
Ta2y provide for the payment of 20 per cent of annua 
net surpluses into the MeHerve fund, and of 10 per. 
cent into the contingency fund. The various 
affiliated Gaisses Pup Wtwi tds Wewsetedi ne annually app y 
at least 30 per cent of net surpluses to reserves. 

Mr. Desjardins viewed the reserves aS a 
protection for the share capital and savingsagainst 4a 


possible losses, aS well as a source of credit enablihg 
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the caisses populaires to be of greater service to 
their members by granting them. loans fore in keeping 
with their needs at more favourable terms. 
(f) Loans granted to members only 

The Quebec Co-operative Syndicates Act 
governing the caisses populaires requires the latter 
to grant loans only to their own members. Section, 
paragraph 2, provides as follows: Transactions 
of the association which yield profits or benefits, 
Shall, being essentially co-operative, be confined 
to the members. Confining loans to the members 
contribute to the Security and efficiency of the 
caisses eatndainesn To maintain a balance between 
its two Services, savings a diaen ne and to enable 
the caisse populaire to fulfil its true function, it 
is important that both borrowers and depositors be 


members, that is to say, that. the caisse populaire 


grant loans only to is members. Otherwise, the 
depositor members might eventually influence the poli ies 
of the caisse populaire to the disadvantage of the 
borrowers, who might have to pay somewhat excessive 
eredit terms; not being members, they could. not, 
through their vote, call for remedial action or for 
a more favourable treatment. 

Here is a statement on the subject by Mr. 
Alphonse Desjardins before the special committee 
of thé House of Commons offine bill concerning co- 
operative and industrial societies (1907): 

"In the first place, only the shareholders 


will have a right to borrow from the association, 


ie 
<a 
i 


Y 
nl 


| 
| 


a 
px | hol 
4 


j aatqecal = fast antdcss vd et , 
4 .euiet eideuovs? eiom +8. aieinintebs: ttw 


De 


“of eotvres oneientie ssn enna! ae 


_—< 


“te 
Pio i ORCI oodene off 


ay 


Sateen petiupes eerisiuqog seasiso edt gntareves 


sno btosensiT sawollot as asbivorg .S. dqstasteg 
_, Seana "0 aetitoxg bisty doide setdstoozas eft to 
sy “ pemt2noe ed .evideusqo-o9 yYilstineses gated .ifsde 
eredmem edd of ensol gntatinod -.atedmem edt ot 

até Yo youstoitie bas wines end ot odudisdaco 
nsewted sonsisd #6 aistaism of .aettalugeg asaalsgo 
efdsne oF bas ee ganives .acoivies ows est 
$i .moktonut oust att [Liiut of exteluqog enakac ons 


| ed etodtaogeb fae, etoworzod dtod ted? desduoamt at 


or taluqog santae ent tsdt .yse ot at dadt .atedmeom 


Ct. Sal er 


odd ..sa.bwredt0 _.exedmem at ot vine ansol dusi2 
bok: tiog alt esnoultal yileucneve dette aredmein a ho 
add to sxgednsvbselh edt ad atisleqog gant po ond ‘I0 
syieasoxrs Jadvemoa.vsq oc evar $agim odw .aTeworred 
.Jon Sivoo ysds .asedmes gated Joa , aired dibexo 
fot 9 soitos isibome: se3 Lias .otov tient dquoxdd 
-Jigsmdses? sidsruovel stom 6 

21M yd toetdve ot co dnomotasa 6 at snail 
cstiiamos Isiseqa eid stoled anibisateed gaqorqiA 
-oo gntareones Ifid eta Tho .ancenio®..%b savolh anid 40 


s({YOCL) setgstoog Isintavbal bas evtderego 


e - be 3 7 ne 


SSerre 


: <— pb 
a a ‘ - 
naayaer . a os > 
<i ae i = 
a 7 


FEDER AOR cam ES 
2h PSG 


-_ 
an 
— 


~- | > 


a 

ar 

ae 5 
: 

os 

ss 

és 

las 

pas 


Nethereut Young AAS E 
Terente, Ohtario_ 


"and it must not be forgotten that the members 
are selected and accepted after an investi- 
gation conducted by a control board repre- 
Senting the association, something which 
provides an additional safeguard." 

In his book on "Co-operative Credit 
Banks", Mr. Wolff right emphasizes this point: 
"The first safeguard relied upon is the election 
of the person to whom the loan is made, as a 

_ trustworthy, respectable, presumable honest 
and honourable person. Lending to non- 
members would be altogether contrary to 
the principle of the bank." (Co-operative 
Credit Banks, p. 28) 

(g) The Loan Policy 

In view of the founder of the caisses 

populaires, savings should precede nnigatn a sense 

justify credit. Any co-operative is based on the 

personal efforts of its members and on their mutual 
“help. In the caisses populaires, savings reflect 

the personal effort of the co-operators while 

the money they loan from their collective Savings 

taietaes their mutual help. Members make an effort. 

to save in order to deserve credit. It is in that 

Sense that ina caisse populaire, saving precede 


credit and at the same time provide it. 


Savings justify credit. It is a matter of 
common experience that the thrifty usually make proper 
use of credit. Through the systematic practice of 


thrift, they develop a sense of economy, measure and 
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i} order, quid ities aditien will all — them make use 
2 Wisely of: credit. 
3 The Hon. F.A. Nicholson, who directed a 
4 committee appointed by the government of India to 
5} invassigaie rural co-operative banks abroad with 
6 a view to their establishment in India, stressed thi 
7| fact as follows in his report: 
8 "Credit, to be safe and sihcatinired must be 
9 preceded by thrifts; not merely in the sense that 
10 the capital to be lent first i be saved, 
11 but that it is the man who saves who is 
12 the man that ought to get and can use credit." 


This explains why only the members are allowed to 


fea 
(aN) 


sonia with or borrow from their caisse populaire. 
They pool their savings for the purpose of loaning 
the money to those among them wno need it. All 
may need a Cer some time. They build up their 
credit on mutualized savings, and help each other 
by means of loans. 

The single principle or golden rule 
governing the loan policies of a caisse populaire is 
that of mutual service between the members. The 
caisses populaires Desjardins must ESS ne Seller 
through productive or beneficial loans. The credit | 
committee must satisfy itself that the requested 
loan would Tn the borrower's situation. In 
his bier to the House of Commons jontelt tee on the 


bill concerning co-operative societies, in 1907, 


Mr. Desjardins wrote that the caisse populaire must 
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place a strict obligation on the credit committee 
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"help its members by a wise weanse credit 
for production or obtain a saving on an 
expense that weld be higher if money could 
not be had at the proper time. It is not 
mere credit for the sake of the benefit to | 
be derived by the lender that is granted, 
as banks do, for instance, provided the 
security is good, but it is one of a parti- 
cular kind, the really productive @redit 
that is looked for and satisfied." | 


The statutes of the Caisse Populaire Desjardins 


to allow ‘only useful or advantageous loans to the 


members, According to the chapter dealing with the 


credit committee, section 66, paragraph 5 of the 
General Statutes of the Caisses Populaires Desjardins 
"Tt must know exactly what the borrower 
intends to do with the money requested, and 
must refuse any loan that is to be used for 
a frivolous, extravagant or unproductive 
purpose, or even for a purpose that is harm- 
ful or dangerous to the true interests of 
the borrower, due to his inexperience or for 
some other reason." 
The caisses populaireld, whose sole object is to help 
their own members cannot and must not grant loans 
unless they are productive or beneficial to the 
borrowers; loans which, according to the very phrase 
of the founder, are intended to “help them, make 


them more prosperous”. 
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To make the point clearer, Mr. Desjardins, 
in his brief to the House of Commons committee in 
1907; also quoted a few excerpts from the report 
of the Hon. F. A. Nicholson, who at the close of 


the last century investigated credit co-operatives 


in Europe as a preliminary to introducing co-operativ 

credit in India. On the use of credit, the Hon. 

Nicholson hed this to say: 
” It is not merely cheap and facile 

credit that is needed; it. is not money 

lent on easy terms without regard to the 

use made of the money; it is guarded, guided 

and productive credit that is the necessity 

of the times; the form which organized 

credit must take must in itself be a safe- 

guard, a guide and a restraint, so that credit 
may be i Age ae for mere extravagance or 
without intelligent foresight, but only in 
Such a manner as will be conducive vererds- 
perity and production." 

The value of credit depends not.on the 
goods it ppovides but rather on the use to be mde. 
of the things thus provided. Goods eRe con- 
Sumed on a farm obviously are destroyed; but such 
consumption is directed to productive or advantageous 
ends, namely to make the farm nore probperous.— 
Granting loans only For tie purpose of improving tte 
Situation of their borrower members, a caisse 


populaire must consider every loan application and 


satisfy itself that it will be used to advantage. 
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The prospective borrower must therefore candidly 
disclose his purpose in seeking a loan. In his 
brief to the House of Commons committee on the bill 
concerning co-operative doatétities (1907) Mr. 
Desjardins had this to say on the subject: 
“But what is of paramount importance both 
tro the borrower and to the society, and is 
a Serious element. of surety for the punctual 
nducimuele of the loan, as evidenced by an 
experience extending in Europe over half 
a century with uniform good results, is the 
obligation on the part of the borrowing 
member to State clearly the purpose for 
Which he asks for a loan. The by-law re- 
quires that he shall do so, and if he does not 
comply with this rule the loan is 
invariably refused, however good may be the 
surety offered. This is a valuable erdeiars 
for the association.” | 
The members of the credit committee must determine 
whether the Siete member, if granted a ait would | 
be likely to make a profit, improve his financial 
position and repay his loan. In his brief, 
Mr. Desjardins quotes a most Significant excerpt 
from Henry Wolff's book on co-operative credit banks. 
It provides such a good account of the benefits 
derived from sch sound use of credit and from its 
close control by the credit committee that we 


cannot resist the temptation of quoting it at lengths | 
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"The member is BBECA ly PERE bt. But does — 
his intended outlay promise a cas $3 

will it repay itself? And is it legitimate 

in his particular organ oh 

These questions are Gok coC8P ery 

considered and according to the judgment 

passed in committee, under a sense of responsi- 
bility kept carefully alive, is the answer 
given. The committee are in respect of this 
matter strictly bound, not only by rules, 

and by their liability engaged, but, in addi- 
tion to this, by the acknowledgement that all 
that they do will be from time to time 

inquired into very carefully by an independent 
controlling body above them, which, in the 

interest of the bank, will not allow them 

to fatpeten a point '. There is io difficulty 
made, if the case should be thought to warrant 

it, on the score of amount or of time. A 
loan, to be a real help, must be adequate 

es its purpose. And at must also be granted 
for a sufficient length of time to makes it 
practicable for it to repay itself out of its 

own production -- or else the borrower will 
find himself hampered rather than helped, driven 
to taxing other sources of income in order to 
repay. But the object must be sound, and 

it aust ‘be WSbitimate, re“way ‘ve ‘€8 “enabte the 
borrower to procure for himself graterials for 
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1| ak ey Slack time a avoid a is8 by selling 
commodities below their proper value. It 
may be to assist him in doing more ample 
Justice to his opportunities, in trade, 

on his farm or in his domestic economy. 

He may. want to drain a field, to sink a well, 
to buy Si or a pig, to build a shed or 


a house, or to make a road. It may be to 


a a 


enable him to purchase for cash at a con- 


Ss 


siderable economy gogds which he wants and 


a 
fad 


fee which otherwise he would be made fo 

pay ‘though the nose’. It may be to get 
him out of a usurer 'S clutches. Many and 
many a loan has been granted for this purpose, 
with the very happiest results, to poor 
wretches who, almost ruined by usury, had 
Scarcely a shred of sie eas left. But all 
this has to be inguired into carefully by 
men who know the applicant. know his cir- 
cumstances who can watch him, verify facts, 
and who ye strong personal interest. in 
not exposing themselves to loss." 

_ The proper use of credit calls for moral 
and professional qualifications on the part of the 
borrower, To get a loan from his caisse populaire, 
a member must Satisfy certain requirements which 
obviously will commend themselves to the credit 
committee. He must be a gcod member, that is to 
say "honest Hi punctual in his Ypyments, sober and 


industrious" (Article 7 of the statutes). 
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Terente, Ontarie 
A In considering a loan application, the 
2 credit committee first considers the moral sureties 
3} of the borrower, then his financial standing. 
4/ Honesty is the greatest asset and is diven primary 
) consideration. To quote the phrase of Tuzzati, the 
6 founder of popular banks in Italy, credit co-operatives 
7| are "the capitalization of honesty". That is the 
8 very basis of their credit policy. The caisse popul ire 
9} gives primary consideration to moral character ahd. 
10 to the professional qualifications of the borrower, 
11 then it looks at the borrower's financial position. 
12) It assures itself that the loan woul be used for 


j=n 
(7X) 


a productive purpose and will be repaid on the terms 
suggested by the borrower ania? fouHa acceptable by th 
credit committee. | | 
Article 66 of the statutes of the caisse 

populaire provides that Hine! COMMLEEEE on credit - 
shalt examine all. applications for credit, ascertain 
the solvency of the applicant as well as the | 
moral and material Siarantees offered." This article 
of the constitution of our credit unions clearly 
repudiates any list setting out in advance what 

the caisse populaire may: loan to each of its members. 
The credit committee adjudicates every loan after 
considering the moral and physical securities offered 
by the borrower. and approves the loan only when it 
1s , momaTly'satistiea that the borrower will use it 
to havantBee and will repay it. 


7. ADMINISTRATIVE BODIES 


(a) The general meeting of shareholders 


The caisses populaires are administered, 
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managed and controlled by their shareholders, who 
. ave at once their owners, users and beneficiaries. 
“Being co-operative in’ form, they are democratic both 

ie _in their organization and in their operations. 

| The shareholders, who are the joint owners, have 

the rights and duties inherent in ownership. 

The greatest responsibility of the caisse populaire 

rests with the lie aneel meeting of shareholders. 

It follows that the first and foremost administrative 


body is the 


general meeting of shareholders. 

The rights and duties vested in the other 
administrative bodies of ‘the caisse populaire, 
namely ihe phers 68 management, credit committee — 
and board of supervision, are rights and duties 
resting primarily with the general meeting of share- 
holders. As it is pewntetione for the general 3 
meeting of teadearo naib to in aunmeie pun tide the 
management of the ae populaire, and as the 
Same persons could not isha hee all the administrative, 
managerial and :supervisory duties, the general meet4 2 
of Shareholders | delegates some of its mayer? to 

Sc haiiees administrative bodies. 

The Quebec Co-operative Syndicates Act 
provides for the appotintnienti. ee the general meeting 
of. shareholders, of three administrative bodies: 

(1) The board of management, which is reponsible | 
| for general administrative matters; 
(2) The credit committee, which has the very 
Special administrative responsibility of studying 


the loan applications filed by members, allowing 
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or rejecting them and seeing that the loans are 

regularly reimbursed; 

(3) The board of supervision, which sees that 

, the board of directors and credit commission 

faithfully discharge their duties. 

The legal organization of the Caisse 
Fcppihdon Desjardins is in line with its governing 
principles and goals. It is simple but adequate to 
ensure full operational efficiency and sound adminis- 
tration. 

The general meeting is opened to every 

shareholder, but under the Act, no particular 
number of mehbere is required to form a quorum. This| 
is provided in the following terms aiseent a 25 
of the Quebec anaes Sitar Syndicates Act which 
governs the caisses populaires: — 

"No. particular number of associates ahawlsbe 

required to form a quorum at a general meeting. 

No shareholder may vote by proxy sar cnkas the 

societies or public bodies that held cs 
each of which shall have one a bleu Each 
shareholder shall. have one vote only, whatever 
may be ‘seieinad niet his shares." 
The Act strictly forbids individual shareholders to 
vote by proxy. Only societies or corporations 
holding shares "may be represented and vote through 
a delegate". (Section 25 of the Act). 
(b) The board of management 
The general meeting of shareholders elects 


the members of the board of management (directors) 
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from among the membership (Section 17 of the Act) 
for a three-year term. One-third of them are re- 
placed every year. Bincatione whose terms have 
‘eas may be re-elected. At the first meeting ’ 
following the general meeting of Shareholders, the 
directors aici’ from their own membership, a 


president, a vice-president, a secretary and a 


manager. However, the office of manager may be 
held by the president, vice-president, or secretary. 
The president, vice-president, and secretary of 
the board of management are at the same time 
president, vice-president and secreatary of the 
caisse populaire. The mode of election and duties 
of officers are governed by the Act. | 
The board of management administers the 

: caisse populaire and is responsible for its proper 
management. It generally directs the opesnbaeul: 
sees that the decisions of the general weenie we 
shareholders are carried out; that the statutes | 
and nvatlene of the Caisse Populaire are faithfully 
applied; and invests in sound bond issue to ensure: 
the best possible use of that portion of savings, 
Which, for reasons of administrative security, 
cannot be tied up for any great length of time in 
loans, in view of the possibility of withdrawals. 


It is also responsible for preparing the annual repo 


on the operations of the caisse populaire, to be 
submitted to the general meeting of shareholders; fo 


calling the general meeting of shareholders; for 
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filling such vacancies as may from time to time aris 
within either of the three governing bodies of the 
caisse populaires; tis Caen te that the caisse 
populaire will do the utmost to discharge its duties 
within the parish and pursue the economic, social 
and moral goals for which it: was founded. 
(c) The Credit Committee 

Section 22 of the Quebec Co-operative : 
Syndicates Act provides for the appoontment by 
the general meeting of shareholders of a credit 
committee of at least three members. With the 
exception of the president of the caisse populaire, 
if the by-laws permit, no member of the credit 
committee may be a member of the board of management 
or board of supervision. The annual general meeting 
of shareholders therefore elects the members of the 
credit committee from among the pia vanoleers by a 
simple majority vote. Under the statutes of the 
caisse populaire, they are appointed for a three-year 
term and one-third of them are replaced each ts 
They may be re-elected at Greta se: of their term 
of office. | | 

Members of the patil committee may neither 
directly nor indirectly borrow from the caisse 
populaire, nor become security for another borrower, 
under the very terms of Section 22 of the Quebec 
Co-operative Syndicates Act. 

The manager of the caisse populaire is ex 
officio secretary of the credit committee. He must 


keep a register in which the decisions of the credit 
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committee are recorded. The atnhtes of all meetings 
of the credit committee must be signed by the 
members of the domiti 6e88 in attendance and by the 
manager who acts as secretary. 

At least two members of the credit committe 
(one-half plus one) must be present at a meeting 
for its decisions to be valid. No decision on an 
application for a loan is valid unless it receives 
the unanimous support of the members present. 

The credit committee has a very Special 
task. It studies loan applications from the 
members, accepting or rejecting them, and sees that 
loans are repaid. It should be noted that in this 
matter, the credit committee performs an adminis- 
trative function. It may not “override the decisions 
of the board of management, which is responsible 
for ensuring the financial security of the caisse 
populaire. Thus the board of management may from 
time to time determine by way of a resolution 
the amount which the credit committee shall be 
authorized to loan to the shareholders within a 
given period of time Foch accumulated Savings; the 


credit committee must remain within the limit 


established by the board of management and co-operate 
with the board, which is responsible for the proper 
management of the caisse populaire and for the 

& 
financial security of the savings in its custody. 
The credit committee examines every application for 


a loan, verifies the financial position of the 


applicant, assesses his moral worth, satisfies itself 
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1 that the loan is to be used for a proper purpose mee 
2 decides to the best of its ability whether the loan 
3 shall be granted or denied and in the former case, o 
4 what terms. 
5 (ad) The board of supervision 
6 To ensure that the board of management and 
7 the credit committee will properly discharge their 
8 responsibilities at all times and that the caisse 
9 populaire will thus be faithful to its goals, the 
10 


general meeting of shareholders also elects a board 

of supervision whose purpose is to represent the: 
general meeting alongside theboard of management 

and credit committee in the course of the operations 
of the caisse populaire. The board of supervision 

is, in a sense, a permanent general meeting of 
shareholders. The general meeting of shareholders 
cannot be sitting constantly, or meeting from time 

to itme in the premises of the caisse populaire to 
Supervise its operations and see how the members 

of the board and members of the credit committee 

are discharging their duties. It therefore delegate 
this necessary task of supervision and control to a 
few Sebsons qualified to act in its name and 

appointed from amongst the membership. The rights 

and powers of such a supervisory board are therefore 
primarily vested in the general meeting shareholders, 
and are sxevitieca for and on behalf of the shareholders. 
It is a right and duty for co-operators to know what 
their caisse populaire is and does; being its founders, 


promoters and masters, they must maintain it so that 
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1 it will work in their general interest. This 

2 principle of democratic control by the shareholders 

3 is applied in several ways in the Quebec Co-operativ 

4 Syndicates Act, which provides: 

5 (1) (Section 25) that "each shareholder shall 

6 have one vote only, whatever may be the 

7| number of his shares"; 

8| (2) (Section 20) that "the general meeting of share- 

9 holders shall appoint from among its members 
10) a board of supervision of three members"; 

11 (3) finally, (Section 27) that "the general meeting 
12| (of shavekonoozs ) shall be held each year, 
13) within the sixty dare foklewine e close of 
14| the fiscal term, to take doentaten of the : 

15| annual report for the previous term and to 

16] consider generally the business of the 
17 association". 

18 | Section 21 of the Quebec Co-operative 

19] , Syndicates Act defines the functions of the board 
20 | of supervision as follows: 

21| "The Board of supervision shall exercise 

22| Supervision over the board of management 

23] and the committee of credit as to all the 

24 | details of their management. It may, at any 
25| time, inspect all documents and the keeping 

26 | of the books, and require the production 

27 | Of the cash on hand. The board of super- 

28 | vision of every co-operative syndicate for 

29 credit, provident or other economical purposes 
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"operations of the association to be audited 

by an inspector of a federation organized 

under Section 49". 

The Quebec Peactab ten des Unions regionales des 
Caisses populaires Des Jardins sees that every caisse 
populaire has the benefit of at least” one Seg thet 
annual soi deeb de carried out by one OF tts a or 
official inspectors. rt also sees that the enspec- 
tion Sasere is studied by the officers of the 
caisse positxiks and that its recommendations are 
acted upon. | | 

Section 71 of the statutes of the caisse 
populaire goes’ into greater detail as to the duties 
of the board of supervision; 

3 The members of this council shall watch 
over all the Operation of the association; 
PRequentTy" check the cash, the investments 
and securities; see to the carrying out of 
the by-laws, regulations and decisions of 

the general meeting. They shall check every 
decision of the committee of credit especially 
as regards loans and renewals. They shall 
ascertain the true value of the securities in 
hand and, in a word, take cognizance of all 
the documents they deem useful for the 
performance of their duties. -The board of 

Supervision is bound to call an emergency 
general meeting of the shareholders if they 
find anything auareud in connection with the 


management of the association's affairs or any 
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"violation of the statutory provisions relating 


to the administration of the moneys paid into | 
the caisse or of the securities exacted for the 
repayment éf loans. They may, in the event 

of ete. Gadpeay bE extraordinary cases, 

Suspend employee and Wehbe ne of the committee 
of credit,” but shall at once report their | 


reasons to a general meeting of the share- 


holders who shall decide on the same. 


They shall, when the case is not of 
sufficient importance to necessitate the 


ea lltiie. of a general Meev ite of fis share- 


. holders, report ‘their observations in writing 


to the board of management. The latter shall 


be bound to act accordingly , and, af HERO SBR EY set iam ¥ 


to ee the state: of affairs pointed out so 


as to remove all subjects of complaint. 


iahadats the couric’ of saat Ge hele not act, 


refuse to take cis the matter, or neglect to take 
the ‘proper’ steps id remedy the state of affairs 
Sinead out . ‘whereof the committee of super- 
vision are Shui Judges, they may bring 
the matter before the next ordinary or special 
general meeting that may be held. " 
ORGANIZATIONAL STRUCTURE OF THE CAISSES POPULAIRES 
SJARDINS MOVEMENT 


The Caisses Populaires Desjardins movement 


in Quebec is organized on three different levels: 


(1) the caisses populaires; 


(2) the regional ‘unions; 
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(3) the provincial federation of the Unions regionale 


tee it 


des Caisses Populaires de Quebec. — 


(A) The regional unions 


1. Definition 


The Caisses Populaires Desjardins are 
associated on a regional basis to promote and protect 


their common interests. This association on a 


regional level is the regional union. It is the second 


floor of the co-operative savings and credit building 


The caisses populaires of the province of Quebec 


~e 


~ have set up ten regional unions. | 


1237 Caisses Pepulaires Desjardins are . 
affiliated to the ten regional unions. ihe 

The regional unions are at the service 
of the affiliated caisses populaires. They are 
responsible for promoting and protecting the savings 
of the caisses populaires while at the same time 
consolidating the savings of the caisses populaires 
While at the same time consolidating the savings of 


the caisses populaires while at the same time 


consolidating the movement and making it more effective. 


2. Territory of jurisdiction 


As a general rule, the regional unions have 
adopted the same territorial limits as the diocese. 
Exceptions are made for the regional unions of 
Trois-Rivieres, Quebec and Montreal, as ae ee 
elsewhere. | 


3. Annual contribution 


All of these professionali and technical 


services are financed exclusively from the annual 
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contributions of the caisses populaires and — + 
very small subsidy paid by the provincial Ve rinent f 
The annual contribution of each caisse 
populaire affiliated to a regional union is a 
double one: 
“L- - A charge of 1/10 of 1g, on the assets as 
at December 31; | 
2 - A further charge of 2% of gross profits 


for every financial year. 


Example: 
Tota 


1/10 of 1% 2@ of profits 


Caisse populaire 


with 
assets of $10,000. $ 10.00 $ 6.5Q $ 16.50 
| (approx. ) no 
Caisse populaire with 
assets of 
$10,000,000. $10,000.00 $6,500.00 $16,400.00 


The regional union divides this dgubeaiueze 
as follows: 

lL. The first 10 per cent goes into the weet ee, 
Fund administered by the wedcrapion. 

2. The remainder, namely 90 per mabe is divided 
on the basis of 60 per cent to the Federation 
des Caisses populaires and 40 per cent retained 
by the regional union. 

In short, on every contribution dollar 
paid by a caisse populaire, $0.10 goes into the 
Security Fund, $0.36 to the regional union and 
$0.54 to the Federation des Caisses populaires. 

Only the Montreal regional union has a 


different contribution basis. It charges its 


caisses populaires 1/6 of one per cent of assets 
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as at December 31, without any other charge on 
gross profits. Five per cent of contributions is 
paid into the Security Fund, and 55 per cent of 
the esd is paid to the Federation, a ratio 
approximately equal to that of other regional 
unions. The Montreal regional union administers 
its own security fund for the benefit of its 


affiliated caisses populaires. 
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i 
CONTRIBUTIONS DES CAISSES PAR UNION REGIONALE 
2 du ler avril 1961 au 31 mars 1962 
3 
4 CUMULAT 1F COMPARATIF 
UNION REGIONALE ler avril 1961 - 31 mars 1962 au 31 mars 19 
5 
Trois-Riviéres 
6 1/10 de 1% $ 55,530.05 $ 50,155.42 
2% 49,461.57 45 ,339 .98 
7 TOTAL: $ 104,991.62 $ 95,495.40 
8 Québec 
1/10 de 1 $117,471.22 $ 105',523.74 
9 2% 101,364.28 91,353.28 
TOTAL: $ 218,835.50 $ 196,877 .02 
10 Montréal 
1/6 de 1% $ 251,351.73 $ 219,021.24 
11 
Gaspé 
12 1/10 de 1% $ 4,079.51 $ 3,720.48 
2% 3,437 .88 23.977..0 
13 TOTAL: : S$  -75517.430 $ 6,697.58 
Sherbrooke 
14 1/10 de 1% $ 18,455.01 $ 16,184.34 
2h 15,699.26 ' 13,890.62 
15 TOTAL: $ 34,154.27 $ 30,074.96 
16 Rimouski 
1/10 de 1% $ 12,847°:51 $ 114491.25 
, 2% 10,331.96 9,540.92 
TOTAL: $ 23,179.47 $ 21,032.17 
18]| Chicoutimi 
1/10 de 1% $ 14,190.49 $ 11,227.69 
19 2% 12,346.62 12,540.53 
TOTAL: $ 26,537.11 $ 231,768.22 
20 BE 
Quest-Québécois 
1/10 de 1% $ 1,960.48 $ 1705.75 
21 2% 1,795.41 1,511.12 
TOTAL: $ 3,755.89 S$ 3216/87 
22 
St-Hyacinthe 
23 1/10 de 1% $ 23,198.51 $ 19,237.22 
2% 19,482.81 16,162.79 
24 TOTAL: $ 42,681.32 $ 35,400.01 
Joliette 
25 1/10 de 1% $ 14,293.91 $ 12,348.26 
2% 11,827 .39 10,254 .99 
26 TOTAL: $ 26,121.30 $ 422,603.25 
27 
TOTAL: 
28 1/10 de 1% $ 513,378.42 $ 450,615.39 
2% 225,747.18 203,571.33 
29 $ 739,125.60 $ 654,186.72 


GRAND TOTAL: 
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4, Internal Management 
(a) General meeting , 

The general meeting of the regional union 
includes a delegate from each affiliated caisse 
populaire. The rules of procedure are the Same as 
in a local caisse pepidiatinas 58 
(b) Board of management ‘Se é eyseete 


The board of management is usually appointed, 


from among the delegates of affiliates caisses. populabres. 


In most unions, aay member of a ‘caisse populaire is poe 


a 


eliginis: : Peer 28 Ge neta, 
‘(e) Credit committee i 


- {he same’ rules apply. 


(4) Board of supervision 
“fhe sie inet apply. 
D- Services 
(a) Educational 
Regional unions advise their affiliated 
caisses populaires, stimulate them, supervise them 
and help them fulfil their goals. | 
They strive to improve the co-operative 
and social education and technical training of office s 
of the caisses populaires. The fsaiened daieaa 
have propagandists and instructors who regularly | 
visit the caisses populaires. They provide to the 
board of manaiherient ; eredit committee and Hoard of 
Supervision of the caisses populaires the assistance 
they need for th proper discharge of their duties. Th 7 
Supply needed information to managers, helping them 


where necessary to balance their dics ‘did ‘prepaxe 


Sepmogsmem f are sar a 
gaiveom Cereneb (a) 


notoy Lenotgot oad, Jo suiteom Imteness sdT_ 
— 98atss bedsllitts ne sont ptsneteb 8 aebulont 
aS omee oid ors acuibe sora to aolunx sit “erkelugog 
Gh |  lemkes uqog saBiso tes6t s at 


My 


jnemexsnem to. Ber 0d (d) 


aH etntoaas itswon i scomeganne to breod eit 
seotyetvgog secots> began trie to eesegoteb odd gnome mort 
| BE guteticna | enateo & ge: a Ute Bao he are ax” ‘ 
| a | ae létdtatte 
‘soddtmno. sites? Se. 
-etegs solr somes: ‘oat 
a Sie SEEM pei “ gotetvreque 10 bupoa (B) 
| 0 ae ~uloqes esti: ae oft 
asolvmes  «¢ 
[snottsouba (s) 
 betsilittia whodd satvbs acto be lsnolacd 
mode satwvreque ,mort etalumive .seats.ugog eseet so - 
,afsog thodd [ftiut modt qfler bas 
svidsisqo-o9 aaa svorqm: of eviaia youT 
-epsortio ‘Ic guiatsas [aotadoet bas notdsoube Istooe bas 
anolau fsaotges sy? .esrtaluqeq aesatso edt ‘to 
viusfuzes ow avrodounrtadnt bas stetboagsqorq saved 
edd od sbivorq yeaT | ;pextaluqog agealso edd ttbiv 
‘to Axaed vii cal, Srbeto drome benem to Bbirsod 
sonsiefass odd aetisisgog eonateo eid to solalwrequa 


.aetsub vied. lo Syreroeth toqosq di tot been godt 


mond gciqiod .etsgsnem of solvsarmetat beboen aque 


sisqstqg bas vattiod sted? eorslsd ef yxsaadoea etorw 


| Nahe Yoo ; 4.73 
Terente, Ontarie 
financial reports, training them in any of ides 
tasks. They attend the general meetings of share- 
holders of the caisses populaires, and take every 
opportunity to educate tne members in the co- 
operative on b9euaH and to urge upon them the need 
for thrift, saving and of the proper use of credit. 

The regicnal unions help establish caisses - 

populaires in parishes where none pa and where 
one is desired. 


(b) Financial - The regional or'central 'caisses' 


Ry 


The regional unions operate a ‘Siegel tents and 
credit service known as the regional or central 
caisse, which ensures the financial consolidation 
of the caisses populaires movement and provides for 
a more complete use of savings. The regional 
caisse also acts as a clearing house for payment 
orders and cheques . Occasionally, they grant loans 
to their affiliated caisses populaires. They also. 
help the affiliates make better use of their surplus 
savings by finding them first rate bonds at the 
lowest possible costs. 

| It should be noted however that the regiona 
caisses do not loan money to affiliated caisses 
populaires to enable them to increase their loans to 
their shareholders. 


(B) 


ionales 


Dhe Quebec Federation of The Unions reg 


des Caisses Populaires Desjardins 


Ll. A few historical notes 
In 1932, the regional unions of Trois- 


Rivieres, Quebec, Gaspe and Montreal (which at the 
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time were the only ones in existence joined dita ox 
and set up the Federation provinciale des Unions | 
regionales des Caisses populaires Desjardins to 
provide greater consolidation and protection for 
the caisses populaires movement. 
oxy eThe six other regional unions which were 

Subsequently set up joined the Federation provincial 
de Quebee des Unions regionales. | 
2. Role or functions 

An agency of unification and areeebaen in 
doctrinal matters and ae in practical 
matters, the Federation des Unions regionales des 
Caisses populaires completes the structure of the 
co-operative savings and credit movement in Quebec. 

It promotes the interests of the caisses 
- populaires movement and. spreads (pbeserivive jaeas 
concerning popular savings and credit. By ensuring 
co-operation between the regional unions and the 
regional caisses, uiai Seid on kan twa the savings | 
and credit co-operative movement and enhances its 
effectiveness. 
3. Governing bodies 
(a) General soehhus 

The general meeting is composed of five (5) 
delegates designated by the board of management 
of each affiliated regional union. | 
(b) dard of management fi 

The board of management is composed eB two 
(2) delegates designated by the board of management 


of each affiliated regional union. - 
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(c) Executive committee 

The executive Committee of the Federation 
includes the officers of the society and at least 
two persons designated by the board of management 
from among its members at the first meeting followin 
the annual general meeting. 

The executive committee of the Federation 
carries out the general or specific decisions of 
the board of management, assists the manager in his 
tasks and takes all decisions required for the 
management of the Federation's day to day business. 
4, Services | 
(a) The Secretariat 

1 Documentation and information centre 
2's Records 
(b) Education and propaganda 


es aes 


22 ye RevuS. Desjardins 
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23) °3 fhe Howupk per "Ma Caisse" 
iA Publications or pamphlets 
(ec) Stationery 
The other services (inspection, legal 
advice, office machines and statistics) are describe 
in part II of this prterd 


9. THE 'SOCTETE D'ASSURANCE DES CAISSES POPULATRES ' 


-To protect the interests of their members, 
the Caisses Populaires Desjardins in 1944 founded 
the Societe d'assurance des Caisses populaires and 
Subscribed the necessary capital for its operation. 

Incorporated in March 1944 under VIII, 


George VI, Chapter 80, which was later amended in 
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Terente, Ontario 
February 1961, the Societe d'Assurance des Caisses 


Populaires issues, through its represenatives, 


insurance policies: covering fire, civil responsibili 
registered mail, theft, bonding, combined protection 
for home, personal responsibility, employer responsi 
bility, fidelity guarantee and. automobile. In 
addition, under its all-inclusive protection policie 
issued to all caisses populaires, the latter are 
compensated for any.loss of money or valuables — 
resulting from dishonest actions on the part of 
officers and ei ones armed robbery, break- 
ins and damages therefrom, falsification -or 
alteration of or on any trade bill or document, in- 
cluding the loss of money and valuables sent by 
registered mail. Such a contract is usually 
dbatacuit ise purchase from insurance firms and is often 
very costiy in view of the ever-increasing number 

of thefts. 

Caisses populaires operate in most cities 
and towns of the province, and some “ea located in 
remote territories where there is no fire protection 
thus making it difficult to obtain fire insurance 
overage on buildings used as security for.loans. 

The Societe d'Assurance des Caisses populaires 
provides them the needed protection. 

The board of management of the Societe 
d'Assurance des Caisses Populaires is composed of 
fifteen members. Without regard to the capital 
Subscribed by the caisses populaires, ten members 


represent and are elected by the insurance policy 
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holders; the five others represent the caisses 


populaires. 
. The Beodate d'Assurance des Caisses Populaizes 
was therefore set up for the purpose of compensating 
its members for the loss-of physical assets due to 
fire, theft, bodily injuries or death resulting 
therefrom, accidents, while contributing to the 
national economy. | 
10. THE 'ASSURANCE-VIE DESJARDINS ' 

The Apsurancen¥ ie Desjardins was incorporat d 
in 1948 "for the purpose of promoting and. safeguardir 
the general interests of ere eaierry ten oe members 
of caisses populaires". It is a cea company 
whose share capital was subscribed by the caisses 
populaires and which is the property of the eee 
and of all its policy holders. Three of its directons 
are elected by the caisses populaires and the others 
are jointly elected by the caisses populaires and th 
policy holders. In 1959, the provincial charter 
of the Assurance-Vie Desjardins was replaced by. a 
federal charter which now enables it to offer its 
services across Canada, eas Sanat er to savings 
and reel gete one ta and their members. 

The Assurance-Vie Desjardins has had an 
impact in the insurance business through the develop 
ment of many new policies, particularly in the field 
of .social security and the protection of school 
children and students. Thus in 1953, the Assurance- 
Vie Desjardins came out with its family insurance 


and family protection plans. In 1945, it organized 
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a loan insurance and savings insurance department 

to promote popular savings in the caisses populaires 
In 1958, the Assurance-Vie Desjardins offered its 
accident protection plans for school children 

and students. To further Seer its service to 

the policyholders. the Assurance-Vie Desjardins 
acquired, in 1960, a Ramac IBM 305 electronic brain, 
the first to be used by a Canadian insurance firm. 
For the benefit of its younger policyholders, the 
Assurance-Vie Desjardins just recently set up 

(in April 1962) an accident prevention department. 
The purpose of this department is to analyze the 
Statistics from claim files as a means of developing 
modern methods for the prevention of accidents in the 
Schools, at play and in the homes. The Rechte: 
Vie Desjardins has thus placéd its experience at the 
disposal of the general public; educators, government 
and private agencies. The latter have in fact been 
unanimous in commending this initiative and the 
community mackie Shown by the company. 

The Assurance-Vie Desjardins is known for 
the fine quality of its. services, but it is also 
known in all social classes for its devotion to 
the cause of adult education. Over several years, 
it has sponsored educational broadcasts on television 
For three years, millions of béorle have followed 
and angepen the series "Joindre les. deux bouts", 
uhich was concerned with budgeting, and fenced into 
the budgets of business concerns, governments and 


families. The educational value and usefulness of 
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1 these broadcasts ave been recognized by people from 
all walks - life, and have been extended ee 

so tig publication of a book entitled "Comment jJcindre 
iés deux bouts", based on this program. In 1961-62, 
the Assurance-Vie Desjardins Pianned and sponsored 
the program "Droit de Cite" 25m series of twenty- -six 
broadcasts which explained to the people all the 


machinery of municipal administration. To make 
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these broadcasts available to the greatest possible 
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number of Canadians: the a Rouiticd PES Desjardins 
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and the CBC created the most extensive hook up of 
Stations in Canada. This is also true of the radio 
program "Fete au Village", presented over the past 
few years across the country by the Assurance-Vie 
Desjardins. 

Ever since its inception, the Assurance- 
Vie Desjardins has concentrated on the Ec unea tae 


Sector of the economy, as evidenced by. its services 


to the caisses populaires, its loans to co-operatives 
and its strong defence and promotion of co-operative 
institutions. The Assurance-Vie Desjardins is a member 
of the <nehit ater eenC nee of the International Co- 
operative Alliance, an organization aeraren to the 
extension of the co-operative movement throughout 
the world and particularly in the emerging countries. 
For this purpose, the Alliance has set up a research 
Sub-committee on which the Neca tcuaees Des jardins 
is represented by its director-general. 

The Assurance-Vie Desjardins has been in 


existence for only thirteen years... Ite rate of growt 
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has been one of the highest of all insurance companies 
in North America. On December 135/296); 'itchad in 
excess of $800 million worth of insurance policies 
in force, and assets of $123 million. Its contracts 
have become extremely popular, weather in the fields 
of individual or family coverage, life insurance 

on loans and ae Tp group insurance, accident 

and health insurance or accident insurance for 
school children and students. 

The contribution of the Assurance-Vie 
Cesjardins in the field of insurance has received 
recognition fon rete sources, aud so has its 
concern for the social and cultural improvement of 


our people. 
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SECTION..II. 
Structure, operation and servites 
1. ORGANIZATION AND ADMINISTRATION 
a) Staff of the caisses populaires Desjardins 


b) crder of development according to the 
type of caisse populaire and to the region 


e) Territorial jurisdiction of the regional 
unions of the Caissés-populaires Desjardins 


d) Consolidated balance sheets of regional 
or central "caisses" and affiliates 


e) Composition of the three boards of 
 Fégional unions 


f£) Composition of the board of directors 
of the Federation de Quebec des Unions | 
regionales des Caisses populaires Desjardins 


&) Gomposition of the executive committee 
of the Federation de Quebec des Unions / 
régionales des Caisses populaires Desjardins © 
h) Description of duties of officers 


i) Education and training. 


Ti. LEGISLATION, SUPERVISION AND PROTECTION 


A) LEGISLATION 
B) SUPERVISION AND PROTECTION 
I - INSPECTION 

a) Historical notes 

b) Professional direction 

lL - STAFF TRAINING 

a) Expansion of staff 

b) Staff training 
1) Annual convention of inspectors 
2) Monthly seminars 
3) Quarterly meetings of officers 
4) Manual of accounting and instructions 


¢) Training school - Staff exchanges 
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d) Development and improvement of methods 


e) Hiring 


a) Improvement of service 
b) Present structure 

controller - inspectcrs 
c) go-cperesion 

1 = Legal adviser 

2 ~ The regional unions 
qd) Conclusion 

2~ PROTECTION 

GENERAL PROTECTION 
1 = Internal control standprds 


- Statistics and office machines 


All-inclusive protection policy 


f 


2 
3 
4 Floating security bond 
5 


§ 


Security Fund 
PHYSICAL PROTECTION 
in Safes and vaults 
2; Alarm systems 


3. Armed guards and special investigators 


III ~- ASSETS 
a) Loans 


b) Investments. 


i - Gash in hand and liquid reserves 
a) A study of percentage ratios 
b) Money in hand 


¢) General liquidity 
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Nethercut & Young A.81(c) 


Terento, Ontario 
2 - INVESTMENTS 
a) General criteria 
b) Liquidity of investments 
1 - By category 
@) Gaisses populaires 
b) Regional or central "caisses" 
2 - By date of maturity 
a) Caisse populaire 
_b) Regional or central "caisses" 
c) Direct acquisitions 
d) Sale before maturity 
e) Investments authorized by law 
f) Prior authorization from the Federation 
1s Legal permissibility 
2. Solvency 
+3) Maturity 
4 Rate of coupon 
5 Yieid : 
6, Price | | 
7. Balance of individual portfolio 


g) Relations between caisses populaires 
and brokers 


h) Accounting practices 


3 - PERSONAL AND MORTGAGE LOANS 
a.) Purpose or objects of loans 
b) Evalution of possibie losses 


c) Freedom of members of credit committee 
and supervisory committee 


d) Loans subject to approval by the régional 
union or the Federation | 


hs 


semtsiuqeq esvetsd (s 


a a 
, ee a 
. -— aa 7 
. .} >. an 4 


“7 


"eouatso" Lsaiase so fscolgei(d | 


Ss 


— 


i 


ydtiuutem to stab ye ~ S 


so 


extelinjog sastsd (8 
"agsaiss" Lewinss a Lanokgen (d — 
ermottietwpos toertd (9 
_ ydbaytsm svoted efse (b 
wel yd bextuodtee uSuedtesvar (e (| st a 
fo LISTED OT eit moxt sotverkvodias vols (t él q 
| \ VOLE Ld beakareg feget of 
Yousvic& .& 
yolaste LE 
goquoo To etsH of 
eomeekexoeede | (a 
sete .36 


é 


oLLotd 10g iarbivibar to: esustak \T 


aomtatigod ecealso npawied emoitaien (3 is 
exedond bas 


asoltosey get teuo 90h ( 


| SHAG TOAPTHOM CMA; TAMOREIT - € [A 


| @nBoL Yo adpstdo to! sxogzwd (8 


poeRol eldfeseq to coltutsva (d 


sod3 taaoo tibeto to atediew to mobesrT (9 
pov ttumo® Cred beparead bas at 
‘[Saotger edt ue Isvouggs oF Jostdie dao hd a 
ares al a9 moka om 

‘a ta 


‘ 
Neahesest. ce Young 


A.81(4) 
Frente, Ontaric . 


1 e) Types of surety 
1. Acknowledgement of debt 
a) Loans to public bodies 
b) Loans to co-operatives 
2. Mortgages 
a) Family dweliings . 
b) Social value of loans on mortgages 


f) Differences between regions 


eo co ts Oo non EP BOUND 


g) Rate of interest 


3 


1. Principles 


poo 
ary 


2. Loans against acknowledgement of debt 
3. Loans on mortgages 
h) Life insurance on loans 
IV - LIABILITIES 
1. SAVINGS 


a) Increase in savings in the caisses : 
populaires ? 


b) Distribution of savings accounts as 
of 31 December 1961 


¢) Use of savings accounts 
d) Withdrawais from savings 
e) Rate of interest on savings 


f) Effects of changes in the rate of 
interest on: the volume of savings 


g) Life insurance’ on savings 

23 CAPITAL | 
a) Volume of withdrawals of membership shares 
b) Rates of bonus 


@) Effects of bonus rates on the volume of 
share capital 


d) Insurance against losses 
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1 V - RELATIONS WITH OTHER FINANCIAL INSTITUTIONS 


2 a) Bank of Canada 

3 1. Selling agency 

4} 2. Victory Bonds sold through the Caisses 
populaires 

; 3. Conversion issue as of 390 September 1958 

: b) An appraisal of competition | 

H 1. Rates of interest on savings 

. | 2. Rates of interest on loans 

df 3. Compulsory charges 


4, Services offered 
5. Location of offices 
6. offices 
7. Business hours. 
8. Rate of expansion | 
¢) Influence of changes in the monetary situation 


ad) The exclusive field of endeavour of the caisses 
populaires 


e) Clearing 
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1 1 - ORGANIZATION AND. ADMINISTRATION 


2 (a) Staff of the Caisses popularies Desjardins 
3 At December 31, 1961, out of 1,237 caisses 
4 populaires reporting, 1,202 were of the parochial type, 
5 14 were of the occupational type and 21 were student 
6 caisses populaires. (The latter are not to be 
7 confused with the approximately 600 school savings sche 
8 depositing funds with the parochial caisses populaires). 
9 Development from 1935 to 1960 
10 At Number of Number of Assets 
December 31 caisses Members 
11 populaires 
12 
1935 239 46 ,815 $ 10,555,087 
13 1940 549 119,320 21,208,774 
1945 904 371,211 119,089,459 
1950 1,078 . 599 ,628 223,913,513 
14 1955 / 1,132 852,325 402 , 282,088 
1960 1,221 1,211,041 687 , 935,545 © 
15 ee 
16 
17 See statistics section, pages to for 
18 additional information. 
19 (vb) Order of development according to the type of 
caisse populaire and to the Region 
20 ; 
The following table shows the French-Canadian 
21 
4 popularion of the province of Quebec in 1959 (according 
2 
to "Le Canada Ecclésiastiue 1960"), the number of 
23 
; members for each region and the percentage of members 
4 
is of caisses populaires in relation to the total 
population. 
26 
27 
28 
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Nethercut & "Young A 33 - 


Thrente, Ontaric 
Unions French-Canadian Number of % 
population Members 

Trois-Riviéres 359,744 143,753 40.0 
Québec 782,784 314,694 40.2 
Montréal 1,704,011 370,934 21.8 
Gaspé 89,097 20,277 22.8 
Sherbrooke 199,107 62,476 31.4 - 
Rimouski 188 ,588 56,395 29.9 
Chicoutimi 235,063 62,646 26.7 
Quest-Québécois 72,261 13,078 18.1 
St-Hyacinthe 203 ,676 57,790 28.4 
Joliette 93 , 335 35 ,022 37.5 
Total; 3,927,666 1,137,065 29.0% 


The eaisses populaires in the Quebec and 
Trois-Riviéres regions have reached or exceeded a 40 
per cent membetatite among the French-speaking Catholic 
population. In'western Quebec, the percentage is only 
18.1 per cent. In Montreal. the ratio is only 21.8 
per cent, a fact which partly ie ig the rapid growth 
of the, caisses pe tuided cues located in that area, which 
is the most densely populated in the province of 
Quebec. 


(c) Territorial jurisdiction of the Regional Unions 
of the Caisses populaires Desjardins 


The regional unions have adopted the diocese 
as the basis of their territorial jurisdiction, except 
the unions of Trois-Riviéres, Quebec and Montreal 


which include two or more dioceses. 


® 


a 


0.00 
, gee Soe 
Past ‘pee OVE ’ 
= BSS. SNS (08 
ae oe et OVE Sa > 
By ees oe @.e8 BRE, 82 
a, ies Ap eee 
= See a 1.85 e665 or eit a 
ao, Se eo ve EMO oo rues onyli-2 
ae @.¥e $80 , a6 Ska Ot sees asetiot | 
toe « ORE” Spe? a RA gS eh ha 
ee yo.es a0; Ter,£ ‘ede, fee oOo dtiv Beau tegatet | 
tse ae monet se ata Eee i 
ays Fig” . Y PLS ce | make ) d 
‘an cm 4 i 
ry rt ee | tg 
it oa { “4 i. 
3 ag 
ice Si ga oF 
te i 
ss 3 4 £) eat if I 
bE So Si LT hrs ‘Bf 
“bas osdev0 odd-nb gseitslugog setnt en eit 
OP & bsbesexs +o berlosss over anotzoy poubtviAcetor? te 
7 
1 i 
ot forded ‘wat iuowee doaarl ert sroms. qidevodmem da90 19q | 
ae af sgsinsoisg srid ers nnsdeow at ,notdsfugog : 
rq 
8.08 yino ef oftsy eft .[ee1d00M oI .dneo 19q £.8L | | 
4 
L iSite biges arnt entstexs ure okie Sout s tiga 490 ‘ 
i 2 ’ nave b ta ; ib ela? ; 
i footw .se1s tend af betsool Bey ae Sok easetso ett to Bae 
a . i. Me, 
Se wiek Oe AR Oe nF Sets Sh epee Seon Caen eae |e oe y On Me 
ee to soatvortg aad. it bedsluqog, Visansb. eon edd he iT aR 
sian f Weak, 
Ry tg I 
, ox d “ ‘ .'' ary Feed 20 ? aes petals i ; 7 
i oe ty) 
 eHobnU EsnolssH sds 50 noftotbetaut,, isirostseT A?) 5 pis oa 
sateet See esitsiuqog eseeisd ‘eds to” lee re 
seesoth otis bevgobs even enol ae ‘Teaotast ont - i mf : 
‘snnka not toEber aut fatvod tered afond. “to. SYadad ‘odd es 
tapwide pen Papa sabes.) eeekbeiycekeer "to enofau “end 
1898990 stom to ows sbulon dokstw aS 
ib $ ebufont dofdw 
in ; i : / 
4 oe Ra 


28 


29 


ot ethereut ng Yeung 


A 84 - 


Terente, Ontario 
Date of Name of Regional 
Foundation Union 
15-12-1920 L‘'Union régionale des Caisses populaires 


17-12-1921 


27-6-1924 


1-9-1925 


14-5-1934 


29-7-1937 


1-8-1943 


29-2-1944 


2-5-1944 


19-11-1944 


At December 31 Regional 


Desjardins de Trois-Riviéres 


L'Union régionale des Caisses populaires 
Desjardins du district de Québec 


L'Union régionale de Montréal des 
Caisses populaires Desjardins 


L'Union régionale des Caisses populaires 
Desjardins du district de Gaspé 


L'Union régionale des Caisses populaires 
Desjardins de Sherbrooke 


L'Union régionale des Caisses populaires 
Desjardins du diocése de Rimouski 


L'Union régionale des Caisses populaires 
Desjardins du diocése de Chicoutimi 


L'Union régionale des Caisses populaires 
Desjardins de 1l1'Quest-Québécois 


L'Union régionale de St-Hyacinthe des 
Caisses populaires Desjardins 


L'Union régionale des Caisses populaires 
Desjardins de Joliette 


vevelopment or Regional Unions rIrom 


1935 to 1960 


Number of 
Affiliated 


Number of 


Unions Caisses populaires Unions 
4 234 $ 1,045,951 
6 547 3,673,810 
10 904 15,651,328 
10 1,078 26,049,394 
10 T,i32 54,312,041 
10 1.221 107,957,611 


Territory of 
Jurisdiction 


Trois-Riviéres, 
Nicolet. 


Québec, Ste-Anne-de-la- 
Pocatiére, Hauterive, 
Vicariat Apostolique 
du_ Labrador. 

Montréal, Valleyfield, 
St-Jean, Ottawa, 


Mont-Laurier, Timmins, 
St-Jér6me, Pembroke. 


Gaspé 


Sherbrooke 


Rimouski 


Chicoutimi 


Amos 


St-Hyacinthe 


Joliette 


Assets o 
Regional 
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(d) Consolidated Balance.Sheets of Regional or Central 
"caisses" and Affiliates 


The statistics ‘section, pages 154 to 191, 
shows the consolidated painude Sheets of the regional 
or central caisses te Beran ta and of the affiliated 
caisses populaires. | | 


(e) Composition of the Three Boards of Regional 
Unions 
7 


# 


f The composition of the three boards of the 
Unions hént onan des Caisses 0 Seamer: Des Jardins 
is shown in the second annex 5 this brief. 


(f) Composition of ‘the Board of Directors of the 
Fédération de Québec des Unions Sbinciieone abe des 


Caisses populaires Desjardins 


GIRARDIN, Emile - President 


President of the Caisse centrale 
Desjardins of Montreal-.- President 
Manager of the Union régionale de 
Montréal des Caisses populaires 
Desjardins - President of the Caisse 
populaire Notre-Dame de Gr&ce de 
Montréal. 


PLOURDE, M.-Adélard,N.P. - Vice-President 


President of the Union régionale 

des Caisses populaires Desjardins 

du diocése de Chicoutimi — President 
of the Caisse populaire de St. Jérém 


CARON, Jean-Jaeques ~ 2nd Vice-President 


: ‘ Managing Secretary of the Union 
régionale des Caisses populaires 
Desjardins de Trois-Riviéres, 


VAILLANCOURT,” Hon. Senator Cyrille - Managing Director 


Managing President of the Caisse 
centrale des Jardins de Lévis - 
Managing President of the Union 
régionale des Caisses populaires 
Desjardins du district de Québec - 
Director of the Caisse populaire 
de Lévis. 
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TURMEL, Emile, Abbé = Secretary 


- Secretary of the Union régionale des 
Caisses populaires Desjardins du 
district de Quebec. 


RIVARD, Gérardi- Director 


President of the Union régionale des 
Caisses populaires Desjardins de 
Trois-Riviéres - Vice-President of t 
Caisse populaire de Nicolet. 


REMILLARD, Lucien - Director 


Manager of the Caisse centrale 
Desjardins de Montréal - President 
of the Caisse populaire - St.-Jean 
de la Croix. 


GAGNON, Olivier - Director 


President of l'Union régionale des 
Caisses populaires Desjardins du 
district de Gaspé- Manager of the 
Caisses populaire de Cap Chat. 


BERNARD, Adrien - Director 


a Managing Secretary of the Union 
- régionale des Caisses populaires 
Desjardins du district de Gaspé. 


BELLIVEAU, Fidéle - Director 


President of the Union régionale des 
Caisses populaires Desjardins de 
Sherbrooke - Manager of the Caisse 
populaire Ste-Jeanne d'Arc de 
Sherbrooke. 


UPONT, René - Director 


Managing Secretary of the Union 
régionale des Caisses populaires 
Desjardins de Sherbrooke. 


. 


LEBEL, G.-Alex:, N.P. - Director 


Director of the Union régionale des 
Caisses populaires Desjardins du 
diocése de Rimouski - Director of the 
Caisse populaire de Matane. 


BOUCHARD, Georges-A. - Director 


Vice-President of the Union régionale 
des Caisses populaires Desjardins du 

diocése de Rimouski - Manager of the 

Caisse populaire de Rimouski, 
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Terento, Ontario 


Managing Secretary of the Union 
régionale des Caisses populaires 
Desjardins du diocése de Rimouski. 


PELLETIER, Robert - Director 


President of the Union régionale 

des Caisses populaires de 1'Quest- 

Québécois - Manager of the Caisse 
: populaire de Palmarolle. 


PERRAULT,. Maurjce - Director 
t 


Managing Secretary of the Union 
régionale des Caisses populaires 
Desjardins de St-Hyacipthes= 
President of the Cadase populaires 
de Granby. 


MACKAY, Napoléon - Director: 


Managing Secretary of the Union 
régionale des Caisses: populaires 
$ Desjardins de St-Hyacinthe. 


LEFEBVRE, SEL mpeg ea - Director 


President of the Union véetonele 
des Caisses populaires Desjardins ~ 
de Joliette - Manager of the Caisse 
populaire de St-Thomas. 


GRAVEL, Marcel: - Director 
Managing Secretary of the Union 
régionale des Caisses populaires 
Desjardins de Joliette. © 

HUDON, Guy. K.C. - Legal Adviser 


(g) Composition of the Executive Committee of the 
Fédération de Québec des Unions régionales des 


Caisses populaires Desjardins 


Messrs.GIRARDIN, Emile 


‘Bion, Jean-Jacques 

" VAILLANCOURT, Hon, Senator Cyrille 
TURNEL, Emile, Abbé 
DUPONT, René 
BOUCHARD, Georges-A. 


GRAVEL, Marcel 
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Terente, Ontario 
(h) pears of Duties of Officers 

The manager “isthe executive administrator ines 
of the caisse populaire. He carried out the decisions 
of the board of directors and of the credit committee 
of which he serves as secretary. He supervises the 
entire staff of the caisse, and distributes the work 
according to the size of the operation. In a large 
caisse popu1saes, there may be up to othchployeen: 

In such cases, there is an assistant manager, book- 
keepers, etc. ‘The distribution of duties varies 
according to the needs. 

' The president of the caisse populaire ranks 
above the manager, but as he may not draw a salary, 
he generally directs the caisse populaire from a 
distance. He may influence the general policies of the 
-caisse populaire by personal interventions at 
Vist phn de ahs and particularly at meetings of the 
board of directors and at general meetings of share- 
holders, at which he presides. In case of a tie, he ha 
@ second or casting vote. 

The secretary is responsible for recording 
the substance of the discussions at the general méeting 
of shareholders and at the board of directors and for 
preparing the minutes. He may not draw a salary. 

The same division of duties, with the 
necessary adjustments, exists in the regional unions 
or caisses régionales and in the Fédération des 
Caisses populaires Des jardins. 


(1) Education and Training 
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Terente, Ontario 
appointed in 1960 to complete the organization of this 
department in keeping with modern techniques. 

The Federation prepares a general plan for 
all the caisses populaires in the province. The 
regional unions adapt this plan according to the. needs 
of their region and help the local caisses populaires 
to carry it out. The plan involves among other things 
an education and propaganda programme in each diocese, 
series of lectures and management training courses, 
meetings of presidents and managers and diocesan 
meetings or partial conventions. 

Two series of courses were given in Quebec 
and Montreal during the winter of 1961-1962. wages 
were attended by three hundred managers and approx- 
imately five hundred directors. | 

A large number of employees at lower levels 
have also regularly attended specially designed 


courses. 


II - LEGISLATION, SUPERVISION AND PROTECTION 
(A) LEGISLATION 


The first caisse populaire was founded in 
Lévis on December 6, 1900, before legislation was 
enacted to govern it. It was only in 1906 that the 
Quebec legialature voted the Quebec Co-operative 
Syndicates Act governing the caisses populaires. 

In 1907 a bill was introduced in the 
Canadian parliament for the incorporation of caisses 
populaires under federal legislation. A special 


committee of the House of Commons was appointed to 
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Act will be found in the first annex to this brief. 


consider the Co-operative Societies Bill. Mr. Alphonse 
. Desjardins, Lord Grey, presid@Mt of the International 
3] Co-operative Alliance and then Governor-General of 
4| Canada, as well as other distinguished persons appeared 
5| before the committee, which recommended that the bill 
6 be passed; It was voted by the House of Commons but 
7 rejected in the Senate, which, accepted with a majority 
a of one vote the report of the standing committee on 
>| Banking and Commerce in which it was stated that such 
4 a bill was outside federal jurisdiction. 
11) * It will be noted with interest that the 
12 standing committee of the Senate on Banking and 
13 Commerce received objections to the effect that the 
14 bill was outside the jurisdiction of the Federal 
15) parliament. The minister of justice, the Hon. Mr. 
16 Aylesworth, expressed the following opinion: 
17| "In my opinion the subject with which 
18} the bill in question deals is within the 
19) legislative authority of any provincial 
20 legislature ..." (Debates of the Senate 
21) 1907, "vo1. 2 page 1577). 
22) This statedent ‘by the minister of “justice also procKed 
23} other attempts*to obtain federal legislation in 1910, 
24 1911 and 1914. 
755 Caisses populaires operating in the province 
26| of Quebec are governed by a provincial act, the 
* Quebec Co-operative Syndicates Act. 
735 The text of the Quebe Co-operative Syndicates 
| 

| 

| 
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(B). SUPERVISION AND PROTECTION 
| 1 - INSPECTION 
(a) Historical Notes 

The Federation, by bringing together in one 
institntion the four (4) regional unions which existed 
in 1952, sought among other things to ensure that in 
the future, the inspection of the caisses populaires 
would be done by professionals and according to the 
same standards throughout the province. 

A subsidy was granted by the government of 
the province of Quebec to assist in the task of auditin 
and supervising the caisses populaires. The first 
contract signed between the provincial government and 
the Federation of regional unions of the Caisses 
populaires Desjardins, on August 10, 1932, involved a 
subsidy of $20,000 to the Fédération des Caisses 
populaires Desjardins and official recognition, by the 
government of the province, of inspections carried out 
in the caisses populaires by the latter. This contract 
has been renewéd several times since then, to the 
complete satisfaction of all venient 

Such action on the part of the government of 
the province of Quebec has the great advantage of unifying 
the authority which it officially recognizes to the 
Fédération des-Caisses Populaires Desjardins, which is 
responsible for inspecting and supervising the caisses 
populaires. 

(b) Professional Direction 
In 1942, the Fédération des Caisses populaires 
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inspection department. At the time, it had twleve (12) 
regular inspectors. In 1945, two assistants were appointed 
to the director of this department, and in 1945, a 
neOnceE Ie fics appointed. 
1 - STAFF TRAINING 
(a) Expansion of Staff 

The rapid increase in the number of caisses 
populaires and the substantial growth of the assets 
and membership have created a serious staff shortage. 
Dozens of new inspectors have had to be hired andtrain 
every year. 
(b) Staff Training 

The normal period of training and learning 
required to enable a new inspector to carry out his 

' duties effectively is five years. Even university 

graduates (including chartered accountants and members 
of other recognized associations) must undergo this 
long period of training, in view of the great variety 
and complexity of the problems. 

‘New inspectors who have not come up through 
the caisses populaires movement are first given trainin 
assignmelits ‘of a week to a month in one or several 
caisses populaires in order to familiarize themselves 
with the act, regulations, procedure, bookkeeping 
methods, accounting, administration, ete. This 
assignment prepares aive facilitates their professional 
training. Specialized inspectors then take over the 
training of the new inspectors, and work with them 
for a certain period of time. 


The hiring of a considerable staff within 
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a relatively short time created a difficult problem of 
training and teaching, and a number of necessary measure 
were taken to cope with the situation: 

1. Annual convention of inspectors; 

2, Monthly seminars; 

3. Quarterly meetings of officers; 

4. Manual of instructions and accounting. 
1. Annual Convention of Inspectors 

Pedatielns wtih training may be acquired, of 
course, through daily contacts with more qualified. 
colleagues; it may also be acquired through study, 
discussions, etc. These ptag atest ick lasting 
three or four days, were first restricted to the 
inspectors of the Federation, but were later extended 
to the inspectors and propagandists of the affiliated 
regional unions. Studies presented to a larger number 
of professionals made for more interesting discussions 
and provided better training. 

This formula has peoxed very effective over 

a period of some fifteen years. 
2. Monthly One-Day Seminar 

For various reasons which would be too 
lengthy to discuss, the annual study convention was 
profitably replaced a few years ago by monthly seminars 
held in Quebec City and Montreal. 

The. programme varies from meeting to meeting. 
Subjects of current interest are submitted for study. 
Inspectors are divided into study groups of five or 
six, with one of the inspectors acting as chairman 


and secretary to note the decisions and report to the 
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general meeting on the conclusions reached by the bAbup 
*arter a general study and discussion, the 7 
draws the conclusions. 

Two inspectors from the Quebec region usually 


attend the Montreal seminar, and two inspectors from 


Montreal attend the Quebec seminar. The inspectors 


are selected on rotation so asto give ev ry inspector 
“in the Quebec region an opportunity to meet the | 
Montreal group, and vice-versa. The two guests take 
this opportunity to work for the whole week with their 
colleagues in the other region. This is a good way of 
enhancing the Knowledge and practical experience of 
each individual inspector through direct contact with 
new and different problems. It also makes it possible 
to standardize working methods and procedures. 

The director of the department and his — 
colleagues attend these meetings but réeeehs x6 much 
as possible from participating in the discussions. 
Each month, a different inspector acts as chairman of t 
meeting and thé secretary is also different. Thus 
everyone does Ris share of work. 

3 - Quarterly Meetings of Officers 
The rapid development of the movement and 


the constantly expanding staff place increasing 


responsibilities on the shoulders of the director of 
the isan Seog tamil and his colleagues. Teamwork 
is necessary to deal effectively with the many prtdWieten | 
that arise. 

The director meets with the two deputies, 


the two assistants, the officers in charge of the 
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permanent inspection of the central caisses and other 
senior inspectors according to the needs. The group 
is restricted to ten (10) members for purposes of 
efficiency. The meeting is chaired by the person 
designated by the group. The matters considered are 
varied and chosen among the most controversial. Thus 
an opportunity is provided for exchanging views on 
professional matters and for finding happy solutions 
posers LA aR hiring, staff training, responsibility 
sharing, human relations and planning. 
4 - Manual and Accounting and Instructions 

The matters discussed at the 1945 convention 
of inspectors were again taken up at the 1950 conventio 
and have served as a basis for the "Manual of Accountin 
and Instructions”, which has been an important contri- 
bution to staff training. Thus the inspection depart- 
ment staff has been able to publish a manual containing 
a summary of the current operations of the caisses 
populaires in accordance with known and tried rules. 
The manual is used by employees and officers of the 
Federation, Silanonreciiched unions and of the caisses 
populaires. | 

It has rendered great services judging from 
the rising demand. It has become standard reference 
work for directors, officers and employees. 
(c) Training ‘School - Staff Exchanges 

"Successive training assignments under the 

direction of different colleagues for each programme, 
enable the inspection department to function as a real 


training school. Those qualified for audit work can 
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and should be prepared for any situation that may arise 
2 within the movement. An inspector may gain special 
3 notice for his competence and personal ability and be 
4] appointed manager of a caisse populaire, a union or a 
5| regional caisse. Six inspectors have thus been 
6| appointed to the management of various regional unions, 
7) and twenty-three to the management of caisses populaires 
| 
8 For ten years, the Fédération des Caisses populaires 
| 
9} Desjardins had as its president a former inspector 
10} of the caisses populaires. 
11} The Federation has thus become a source of 
| | 
12) personnel for the benefit of caisse populaires faced 
| 
13 with staff problems. | 
. | 
14 (d) Development and Improvement of Me thods 
15 It has been impossible in recent years to 
16 inspect increasing numbers of caisses populaires with 
17 assets rising annually without proportionately raising 
| 
bd the number of inspectors, in the light of past 
| experience. This is shown by the following statistics: 
20 | 
| Number 1 
21 +hanasee Assets Movement of 
Pe th ead BPS Caisses Members Borrowers (millions Funds| (mils. ) 
1932 4 40,933 12,363 $ 25% 
23|1937 5 67,297 15,605 39 
1942 10 137,528 35 ,056 133 
24|1947 28 486 ,836 75,452 770 
1952 35 693 ,258 106,290 1,418 
25 |1957 46 994,599 153,650 2,620 
1961 63 1,294,082 204,808 4,200 


2. Figures supplied by the Provincial Bureau 
of ‘Statistics. 

3. Figures supplied by the Federation's 

Statistics Department. 
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1} In itself, the greater number of caisses 


2| populaires would justify the increased number of 
3} inspectors. Much more is involved however, as all 
4) other items show very substantial increases, quite 
5 apart from the new services to be provided. More striking, 
6 perhaps, is the progression shown by averages with a 
7 percentage based on -the 1932 figures: 
Average Average number of 
8 Assets members per caisse 
. Number per caisse 
, Inspect- Actual As a% Actual As a % 
Year or Caisses. figures of 1932 figures. of 1932 
10 | 7538 4 cE5) 1 656 386e tl i Ph l00e . clon tr B44 F009 
1937 5 371 40,354 2 72% 133 2) | 754 
11 1942 10 650 58,400 104% 288 11849 
wee | 1947 28 1,011 174,453 310% 481 1979 
12 1952 35 1,118 260,181 462% 625 | 2569 
1955 44 1,160 400,192 710% 811 3329 
13 1931 63 | 1,239 631, 006 L,,120% 1,046 4299 
14| 
15 
16 1. Figures supplied by the provincial Bureau 
of. Statistics. 
17 
2. Figures supplied by the Federation's 
18 Statistics Department. 
19 Despite this increasing development, it has 
20 been possible => ensure the effectiveness of inspection 
21 services and to protect the savings of the members 
22 and caisses populaires. 
23 (e) Hiring 
24 The recruitment of staff in wartime was not 
25 easy. Anart from the shortage of candidates, the 
26 financial resources of the Federation did not allow it 
27 to pay the salaries required to keep all the employees 
sai | it would have hoped to keep on its staff. 
si Only a few years ago, the departure of one 
30 


experienced inspector created a serious problem, as he 
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had to be replaced by a new employee. Today, in view 
of the greater number of experienced inspectors, it 
4s easier to find a replacement. The problem of hiring 
| @gdequaté ‘staff still remains difficult, however. The 
preference is given to commerce graduates who have 
majored in accounting, or to candidates with equivalent 
training either in public accounting, bank inspection, 
etc. Fifty per cent of the new inspectors come up 
through the ranks, that is to say from the local caisses 
populaires, from unions or from the regional caisses. 
This makes it possible to hire experienced people who 
will be useful in much shorter time than others, who 
may have a university degree, but are without practical 
experience. 
2 - PRESENT STRUCTURE 
(a) Improvement of the Service 

The methods of inspection of the caisses 
Barna ten have been improved in the light of experience 
acquired over thirty years. The objectives of 
inspection are: well defined, and go beyond book auditing. 
They are-well -in line with the thought s often expresse 
by the genial pioneer of the Raiffeisen banks in 
Switzerland, the Rev. Jean Evangéliste Traber: 

-"Keep the law and the law will keep 

you"; 

These objectives may be summarized as follows: 
Ee eae Auditing the books and documents in accordance 
with the usual professional techniques and 
procedures. 


ao 5 Watching for infractions to the Act and 
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regulations. 

PP wis Analyzing the facts discovered to determine 
their causes and suggest corrective measures. 

4a & Discussing inspection results with the officers 
of the society in order to: 
(a) make them aware of their obligations; 
(bo) regulerize anything that is not in order; 
(c) make appropriate recommendations in the 


interest of all concerned. 


Lig pee Preparing an inspection report describing 
the financial situation, and giving a summary 
of audits and samplings, results obtained 
and necessary recommendations. 
The inspection procedure, without restricting 
the inspector's choice - which professionally is his 


sole responsibility - is as follows: 


1 - _ Counting and checking the cash and valuables 
in hand. 
2 - Reconciling the accounts of the régional 


Caisses and of the banks and securing the 
necessary confirmations. 

we Adding up the balances of individual accounts 
under capital, savings, loans and investments. 

y - Examining the vouchers, checking the entries 
in the shareholdérs' passbooks abainbt enthie | 
in thd anaivaddl “accoutts, shading bohe ifm: 
dtiloné of thdir balance to the dig#Siotders 
and using other audit methods (checking, 
verifying additions, etc.) through intelligen 


samplings. 
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1) 65 - Establishing the situation to date as reflected 
in the general accounts and cash book and 
comparing with the figures for the previous. 
year. 

Verifying the loans granted against acknowledge- 
ments of debt, and controlling the sureties. 
7 - Applying the same procedures for loans 


secured by a mortgage or otherwise. 


ih ins ge cee ee 
Oo’ 


8 - Analyzing outstanding loans or loans on 


== 
ional 


which ayments are outstanding, and noting 
the dubious or bad loans. 

9 - Verifying and analyzing the revenues and 
expenditures since the last inspection. 

10 - - Verifying and analyzing investments. 

li - Reading the minutes of general meetings and 
meetings of the board of management, supervis ry. 
bcs Ne ance tae adic thi cle aieeatedbare | ME 
are no irregularities and that the decisions 
have been carried out. 

12 -. Giving the manager and staff instructions with 
regard to needed adjustments and to the 
adoption of improved practices. 

13 - Holding a joint meeting of the members of 

the three boards or committees of the caisse 
populaire commission. 

14 - Writing the inspection report according to 

| piece weber forms. The annual inspection 
and any other inspection is, of course, alway 
made without warning. 


The inspection of the Caisses populaires 
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Desjardins compares favourable with any other inspectio 


“In 1952, the manager of the Federation stated | 
in his annual report on the Federation's activities 
that “our inspection system is not too strict". Member 
of the staff of the caisses populaires need not take 
offence at this, he added, but we intend to resort to 
every conceivable and pave menigdtiede of control. We 
harbour no prior suspicion as 6 the honesty of 
managers and employees of the caisses populaires, but 
we wish to remove even the temptation of embezzlement 
or fraud. As the saying goes, an ounce of prevention 
is better than a pound of cure. Many people would neve 
yield to such a temptation if the occasion did not 
arise. 

Inspection, to be really effective should 
be preventive; TI shouted place much greater emphasis 
on preventing and temptations than on the discovery 
of serious and often irreparable offences. 
(b) Present Structure 

In 1960, with over 1,200 caisses populaires 
in operation, a combined membership of 1,200,000 share- 
holders and assets totalling $650,000,000, we had to 
redistribute the responsibilities and appoint two new 
assistants Yn the inspection department, to help the 
two previous ones who had been appointed deputies 
to the director of the department. A deputy and an 
assistant are employed in each of the Lévis and Montréal 
offices. | 
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A team of inspectors are completing ‘the 
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gabghetior manual, and reviewing the manual of 
instructions and the standards of internal control. 
We also have inspectors assigned to special 
jobs such as that of comptroller in cases where the 
funds of a caisse populaire are endangered by inadequat 
administration or as a result of unforeseen events. 
The permanent inspection of the regional or 
central caisses is now an accomplished fact; it was 
a necessity in view of the increasing volume of 
operations. 
The present structure of the inspection 
department is illustrated by the following 


organization chart: 


Director 
of the 
Inspection Department 


Deputy —— eer = + | Deputy 
Lévis | ~ Permanent Ins- | Montreal 
| pection of regional | 
and central caisses 


Assistant | ? 1 | Assistant 
Lévis als : Montreal 

Accounting: | : 

Manual 


Standards of 
Internal Control 


Controllers and 
Inspectors in charge 
of special cases 


Secreetary 
Programming 
Statistics 


63 inspectors in the field 


~& 


Total Staff: 75 professionals in additionto 


the internal staff directly or indirectly 


connected with the inspection department. 
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Controllers-Inspectors 

When a caisse populaire is threatened with © 
losses due to an administrative error, a bad .investment 
or dishonesty on the part of one of its employees or 
officers or for any other reason, the inspection 
dpeartment will, if required, supply a professional to 
assume temporary control of the caisse populaire Orly if 
necessary, of the business concern which is indebted 
to the caisse populaire in order to help it reorganize 
and repay its loans, so that no 1686 will be sustained 
by the caisse populaire. | | p! 

The controller-inspector,who is vested with 
adequate powers,must try to find proper solutions to 
the prob ems of the enterprise and must continue his 
efforts until it is in a position to spay its debts 
to the caisse populaire or has recovered its solvency. 
(c) Co-operation 

The co-operation of professional people | 
connected with other services of the Federation or 
from sister organizations contributes to the effective- 
ness of the inspection service. 

1 - Legal Adviser | 

Even an experienced inspector must at times 
submit cheenbaitaow and documents to the legal adviser 
for consideration. 

Legal consultations are frequent and many 
of them concern inspection. Mistakes must sometimes 
be prevented by providing appropriate legal advice 
before a particular transaction or operation. In other 


cases, a practical solution must be found to a situatio 
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which may cause the caisse populaire a loss or other 
difficulties. There is also the interpretation of the 
Act and regulations, the settlement of conflicts, the 
collecting of loan payments, legal proceedings, etc. 

While it is true that the invaluable services 
of a legal adviser extend far beyond the inspection 
department, it must be recognized that the effective- 
ness of inspection and the Federation's success in 
reaching \e satisfactory settlement, usually out of court, 
of the many problems which have arisen are largely due 
to the high quality of professional services supplied 
by the legal adviser. 

2 - The Regional Unions. 

An hepaaher ba anaoRB EEE of the regional 
union is generally assigned the task of applying the 
necessary remedial measures in a caisse populaire, 
such as replacing a manager, teaching and training 
new employees, conducting checks to balance the books 
and improve the procedure in such @ way as to facilitat 
the work of the staff or give effect to an inspection 
report from the Federation, particularly if ii matter 
has been referred to him specifically, etc. In this 
work, the Federation enjoys the co-operation of the 
regional unions or regional caisses. Information is. 
spabanial ¢ exchanged to prevent any duplication. Some 
cases can be settled more easily by the regional union, 
which. is in closer contact with the caisse populaire. 
(ad) Conclusion 

The inspection department of the Fédération 


des Caisses populaires Desjardins is undoubtedly one of 
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the great security factors in the movement. It 
contributes to the protection of shareholders and 
depositors. It also protects the caisses populaires 
themselves and their leaders by ensuring the ,enforcemen 
of the Act and! regulations in accordance Sin the 
spirit of the founder, Commander Alphonse Desjardins. 
It provides for administration through the application 


of security rules for the safeguard and proper use 


of savings for purposes productive or beneficial to 

10 the shareholders. 

11 Inspection is a professional appraisal which 

12 we try to carry out as thoroughiy as possible. It is 

13 a est r Ty of the Fédération des bates populaires 


14 Desjardins and is well accepted by the caisses populaires, 


Ly _which realize its necessity for the best protection 
16} of their savings. 
17 | ‘ 
18 a” OM ptR oO Te CT TON 
19 (A) GENERAL PROTECTION 
20 1 - Internal Control Standards 
oe Along with the rapid development of the 
an Caisses populaires Desjardins movement, there has been 
23 an increasingly rapid rise in the number of caisses 
ot populaires with a staff of several employees. This has 
25 created a need to consider problems of internal control 
26 It became necessary to allocate the work adequately 
27 between the employees in order to élarify their 
28| respective responsibilities. 
29 The object of internal control is en oreaa tes 
30 


the distribution and carrying out of certain tasks 


TE eee COOL Se teens 
2. Odi geal eet, 

pa” 
$f ldresevom oft at Brodost yitmdss dsemg ent 
bas ¢robforersde to aotdosdorg ‘sat of nedudtarioo | 
gorkelugqed escatss sit adossong oats ‘gh pendstad@ée 
pomeoiolasedd gobivens yd etebael “tery Bas esvisemors 
ori idtw soasbioses at atottsluget Bag toA efit to 


| actbustegl sacodg lA tobtismod rebar? did to 3fstqe 
solvapfiqas odd douotit aétdéscdetnimbs tot esitver IT 


| sab teqo%q bas Hyeuvgetee edt tol solu ydiaose “to 
. o¢ Estottenesd to evttorborg assoyyrug vot ggdtvse ‘to 
| | MARTA EA RPE Une Rees FEU | etl 
| dotriv [satsuags “Lsncleastorg 6 af Hotvosqaat: Fi 

) ee tT -oldbaaog as yinguouods 26 duo vr os ‘exd “ow 


. 
gerlalugog » eseeisd eob sotdanebat ‘eit to eset eeteaslaen 8 
) 


‘noktoetowd deed edd Sot ytiaesoon att esilee dottw [¢ 


wetisluqog aosefen oft vd Bedqeoda [Lew ef bas eatbrat sed 
) 
| 


segnivea «teddy ‘to 


: 

a? Ty 

| 

Mert Pe ors Ss 

| | : ‘WOTTORTONT TASH (A) 
; ‘ ; 

| ebssbnele fowsnov Lantesgat - 1 


edi to cosaqoLeveb biesr odd mtiw scofA 
need asl suadg inemsvon diteidtaed gextsinqgog Bareatsd 
aseetes to yedmon edd at osfa Stqe1 vignteseront os 
inca enooyolame [stever to Piste s ditw' setisiluqog 
Horns fectodnl to ameidorg seOferoo OF hoor s' betssto 
viledsapeis drow “edd etssolla ot wteeessen omsoed JI 
storit etinels of wseb10 af sestolamwes ont neswied 
_soldiitdtenocygas: svttooqes 

esittisye 88 et! Lortaos’ readin! te Peete “elt 


aves? afsdies to duo gniyriss bas Hotsodieserb ors 


A 106 - 


in $58 a way that two or more employees will be eae 
to perform i pe ah ‘The goatem which leaves room for 


innumerable variations, is aimed at Sa: oH: yh bees es 


or theft. by an sauploye® more difficult if not anpese+ Oy 
without the assistance of ano tp: employee. A parcel 
of money, for instance, must always be prepared by two 
employees who remain together throughout the operation. 
Each employee watches the other and their signature 
will serve ‘0 prove beyond any doubt that all of ithe 
money was placed in the parcel, which is protected 

py the usual seals. Similarly, a rag eterea parcel 
containing money and (or) valuables will always be 
opened in the cieasnae of two persons. If a shortgage 
4s found, there will be two persons to certify the 
fact. Thus the honesty of the employee will be proved. 
On the contrary, if the parcel were opened by a single 
person, that person might be suspected of stealing “the 
money even if not guilty. Lack of control is fatal. 
The above examples of internal control are well mown 
to financial institutions. 

An efficient distribution of duties according 
to the various functions of the employees makes internal 
control easier and alsq facilitates the work of daily 
control. Finally, a rational division of setae and 
the use of effective internal control standards are a 
necessary supplement to regular inspection, apart 
from their great usefulness for the general operation 
of the caisse populaire. 

The work done in this field has airékay pSbduc d 


results which we hope to publish soon as a necessary 


; a . bngee its oat - 
por od ithe = i en 


“ feousg 4 A -eexotqee tats 


a selina tie clic tiles aksmei ondw eseyolqns, 


 ovmigomte thedd bos raddo ext eedotew sevofane dost. 


edd to Lfs vadt tduod yas, buoyed svo7g od esviee Litw. 


Hetestowg af dokdw .fse%1sq eft at beogsiq asw yenom - 


& fao1sq bexevetges s ital tate -&isee [aves edd yd ene. 

ae eyswis fitw eeldauvisw (10) bane vorom goiats. noo * isto 

| ogegsrosde 8 I | -BaOR Teg ows +0 eonseeig oft at Hensco | hua | i 

arid Whkdree ot eionteq ow? od Litw svat .bavotab. | Ve 

| sbevorg ed Lf bw ssyoigue edd to ydeenod edd avi? .Jtost ta 1 : 
alacia & a benego stow Iootaq oft Tt Yisrinoo sdt a0... Da 

odte attisate to betoeqaua od ddgim coateq ‘tend .soateq YES 

-etst ef fowmoo to desl ,yditus ton it neve veriom ak it 


mmocd Liew ome Lortnos Lanieial Io asiquexs evode ent f@fe! 


: _ “itsb to anew ont setsttitost pale bas «setase Lornoo,. [eS © 
i Aa bas sabiubd to ydieivib Lsnciiet s .yilentl .lortmoo.. |e © 

Me er We, Bi! 

ae (8 838 ebisbasie Loxiaan Isnredal svidestte to seu edd ef 22 
r 


a 


id ae. Moftosgant ILL Ber ot tnemelgaqua Ywseessen. » 
— «foLvereqa isteaes outs 70% aeonivteas gse vg ileddt mort. 


.ettelugog seats cS fr 20. 
bhoubore “Ybaseta zed Blett etdd ot snob xzow eff 


= 

2] ' 

; a ane hay’ ork 
a OCT 

: 


meee20en 8 fioon se tiduq of ow ¢ atinvasr Le 
a rans ee ve ea! ve abd ni luson | 
SCS petunia ted te sinks 


Nethereut & Young A 107 - 
Terente, Ontario 


supplement to the accounting manual. 
2 - Statistics and Office Machines 


The statistics department of the Fédération 


des Caisses populaires Desjardins has been in existence 
since December, 1934. From that date, statistics from 
the affiliated caisses populaires have been compiled 
every six months, on June 30 and December 31 of each 
year, in order to provide needed information to the 
officers for the successful operation of the movement. 
In June, 1957, the statistics department 
was equipped with IBM machines. Since then, statistics 
are compiled monthly and supplied to the officers and t 
all intereb eed we toned populaires. Asa means of 
helping the officers of local caisses populaires to 


manage their caisse more efficiently, the statistics 


Ee 
= io) .~) 


department interprets their monthly report and trans- 
lates it into some twelve control points; it also 
provides, for i purposes, the same control 
points weighted for the caisses populaires in their 
sector, in their area and for all the affiliated caisse 
populaires which indirectly make up the Federation. 

The complete list of control points is also supplied 


to each regional union manager to help him promote 


0 Oe 


appropriate advice to the caisses populaires affiliated 
to his union. 


A STUDY OF COMPARATIVE CONTROL 
POINTS 


i " NUMERO DE CAISSE | RAPPORT AU. 
LX FEDERATION UNION rm MOIS JANNEE 
mR 2545-0 | 987 oe ie 


e RAPPORT MENSUEL EN RETARD . LES CHIFFRES DONNES SONT 
POUR LE DERNIER RAPPORT REGU 


LA CAISSE POPULAIRE DE 
Saint Ixte 
Rimouski 


CODE 2 SECTEUR SEMI URBRAIN 
4 SECTEUR URUBAIN 
9 SECTEUR RURAL 
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- ALA FIN DU MOIS 


LIQUIDITE EN POURCENTAGE 


a ca /, 
EN EN 
OBLIGATIONS CAISSE TOTALE 


Votre caisse 41.35 % 17.08 % 58.43 *| 8.9 % 


CAPITAL 
SOCIAL 
VS EPARGNE 


Votre secteur 31.81 % 18.88 % 


Votre union 


53.68 *| 7.1 % 


33244 *| 20.24 % 


La Fédération | 31.84 % 19.34 * 51.18 *| 7.5 * 
Be 
Remargues : 
Statistigues 


' POURCENTAGE DES PRETS TOTAUX 


EN NOMBRE EN VALEUR 


des préte 
Votre caisse 
Votre secteur 
Votre union 


La Fédération 


- .38%(|$ 


TAUX 


AU COURS DU MOIS 
VARIATION DE L’EPARGNE 


DIMINUTION AUGMENTATION 


9,811.83 


613,740. 
482,284, 


7,089,985. 


AU COURS DU MOIS 


DE REMBOURSEMENT TAUX D'AUGMENTATION 
DES PRETS DES PRETS 
SUR REC DE DETTE SUR HYP 
1.25 * 
2.29 * 
26u7 7 


2436 * 


CONSERVEZ CE RAPPOR 


inclusive Protection Policy 


All- 


3 


All the caisses populaires affiliated to the 


regional unions within the Quebec Federation are required 
under the by-laws to take out insurance against theft 


from the Société d'Assurance des Caisses populaires 


The latter issues and all-inclusive protec- 


Desjardins. 


tion policy for a minimum amount set by the Federation 
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Minumum Amount 


Assets of the Caisse Populaire of Coverage 


$ a ¢ 10,000 $ 2,000 
10,001 20,000 2,250 
20,001 30,000 3,000 
30,001 40, 000 3,800 
40,001 50,000 4,600 
50,001 60, 000 5,400 
60,001 70,000 6,100 
70,001 80, 000 6,900 
80,001 90,000 7,600 
90,001 100,000 8,500 

100,001 110,000 9,100 
110,001 120,000 9,800 
120,001 130,000 10,100 
130,001 140,000 10,600 
140,001 150,000 11,000 
150,001 160,000 11,300 
160,001 170, 000 11,800 
170,001 180,000 12,200 
180,001 190,000 12,600 
190,001 200,000 13,000 
200,001 210,000 13,400 
210,001 220,000 13,800 
220,001 230, 000 14,200 
230,001 240, 000 14,600 
240,001 250, 000 15,000 
250,001 260,000 15,400 
260, 001 270,000 15,800 
270,001 280,000 16,200 
280, 001 290,000 16,600 
290,001 300, 000 17,000 
300, 001 350,000 18, 400 
350,001 400, 000 19,600 
400,001 450,000 21,000 
450,001 500 , 000 22,200 
500,001 600, 000 24,800 
600, 001 700,000 27 , 400 
700, 004 800, 000 30,000 
800,001 900, 000 32,400 
900,001 1,000,000 35 , 000 
1,000,001 1,200,000 40,000 
1,200,001 1,400, 000 45 ,000 
1,400,001 1,600, 900 50,000 
1,600,001 1,800,000 55,000 
1,800,001 et plus 60,000 


‘Yhis all-inclusive protection policy covers 
the caisse populaire against any loss resulting from: 
1 - Any dishonest act committed by any of its 
employees either alone or in conjunction 
The members of the three boards 


with others. 


or committees of the caisse populaire are 
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also covered. 

2- Burglary, theft, house breaking, armed 
robbery, petty theft and damage or destruction 
resulting therefrom. 

3 - Burglary, theft, house-breaking, armed robbery 
petty theft within Canada under the custody 
of any of its employees or of any other person 


appointed as its agent under a resolution of 


EI EE, 


_ the board of management, or of any person 


10} 


employed in a railway express department or 

in the Canadian Post Office. 

yh . Any damage except damage caused by fire to 
the desatitian: furniture, office equipment, 
safes, strong boxes, vaults or security boxes, 
caused by burglary, theft, house-breaking, 
armed robbery, petty theft, or attempts at 
such actions, when the insured party is the 


owner of the said goods or objects or is legally 


responsible for their custody. 


ie Forgery or alternation of or upon any trade 
bill or document in connection with the 
signature of the insured party or of a share- 
holder only, in the capacity of payer or 
beneficiary, or in connection with an increase 
in the payable amount, as a result of which | 
the insured party was induced, while the polic 
was in force, to extend any credit or give 
out anything of value. 

6 - | Burglary, theft, house-breaking, armed robbery 


petty theft and their risks (except the risk 
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of theft by employees of the senders or 
addressees) in connection with the use of 
registered mail or express service, to send 
money or negotiable assets in which the insured 

_ party has an interest, financial or otherwise, 
while the said property is in transit within 
Canada. 

A caisse populaire may raise the amount 

of its ab Ed stdie under one, several or all” 


items as necessary. 


j 


4 - Floating Security Bond 


In addition to the all-inclusive protection 
policy, the Fédération des Caisses populaire Des Jardins 
‘maintains for the benefit of the affiliated caisses 
populaires a $10,000 floating security bond covering 
every employee and officer of all caisses populaires 
which are members of the affiliated regional unions. 

5 - Security Bond : 7 

In 1948, the Fédératiomiaes Caisses populaires 
Desjardins set‘up a security fund, the object of which 
is to give added protection to an affiliated caisse 
populaire in the event of loss arising from theft, 
embezzlement or a bad loan, over and above the amount 
of the all-inclusive protection policy or of the 
reserves proper of the ciasse populaire. 

Tenvis from the security fund are granted on 
the condition that such financial assistance will | 
enable the a populaire to remain in operation, 
while refunding the loan on a long term basis and . 


paying a small interest from its future net surpluses. 
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? 
: i At March 31, 1962, the assets of the security 
2 fund stood at $708,379.58 as shown in the following 
3 financial statement: 
4 
‘ ASSETS AT MARCH 31, 1962 
6 INVESTMENTS: (Nominal value: $460,000 ' $456,238.90 
| 
. 7 ORIGINAL PAYMENT 
| 3 LOANS : DATE RATE AMOUNT IN 1961-62 BALANCE 
_ Normandin (C) 23-12-52 1% $ 20,500.00 ‘¢$ 125.00 $18,667.21 
: g aye 
St-Urbain (Q) 28-1-53 1% 5,000.00 957.72 p 
10 St-Alphonse de (J) 9-6-53 4 de 1% 33 ,000.00 500.00 29,000.00 
Rodriguez 
11 st-~s de l'Ile (Q) 10-2-55 } de 1% 7,000.00 200.00 5,800.00 
| P aux Coudres 
St-Roch d'Or- (8) 2-5-55 1% 9,367.03 2,000.00 5,367.03 
13 ford 
Ste-Marguerite (S) 31-1-55 1% 10,000.00 p 10,000.00 
14 de Lingwick 
New-Richmond (Q) 23-1-59 4 de 1% 15,127.78 65.00 14,762.78 
TOTAL: $ 3,847.72 $83,597.02 
SINKING FUND 
) P Sanita an 0. j ‘ 
| se Straten 8 $ 18,500.00 ¢ 1,850.00 $12,950.00 
Restigouche (R) 15-86-58 
) 27,743.14 2,500.00 22,500.00 
| cadttey (09)31-12=59 TOTAL: $ 4,350.00 $35,450.00 
GRAND TOTAL: 119,047-02 
CASH IN HAND: (On deposit C.C.D}L.) 
134,043.66 


TOTAL ASSETS: $709, 379258 


All caisses populaires affiliated to the 


regional -unions in the province contribute to the 
security fund, except those affiliated to the Montreal 
regional union which separately operates and OA LaLee 
a similar fund with assets of $172,622.40 at August 


31, 1961, of which an amount of $47,745.97 was on loan. 
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« The security fund is supplied by a 10 per 
cent deduction on annual contributions paid by the 
caisses populaires to their regional union. This 
amount is paid to and administered by the Fédération 
des Caisses populaires Desjardins. 
(B) PHYSICAL PROTECTION 
1 - Safes and Vaults 
_ The Société d'Assurance des Caisses populaire 
“Desjardins is constantly conducting laboratory snalysad t 
with distinguished’ metallurgists specialized in this 
field, to discover the most effective protective equip- | 
ment against burglary. Approval is given forthei® 
purchase of only the finest equipment: vault doors, 
safes of all kinds, burglar-proof chests, Sebone Panag: 
etc. As soon as a caisse populaire has reached a certain 
degree of development, it is asked to equip the doors — 
of vaults and safes with a regular or delayed action 
time lock. An increasing number of caisses populaires 
are equipped with special doors with delayed action 
burglar-proof time lock. Vaults are built according 
to the specifications of the ScbiStsadi Ree uMuReS des 
Caisses populaires Desjardins which are much more 
exacting than those of the Canadian Underwriters 
Association. The walls must have a minimum thickness 
of 15 to 18 inches and be made of concrete with a 
6,000 pound préssure resistance and first quality steel 
reinforcement. 
The caisses populaires and the regional 
caisses are often approached by the Fédération des Caisses 


populaires Desjardins, the regional unions, the inspectars 
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and the Société d'Assurance des caisses populaires 


and urged to improve their protective equipment if 


necessary. 
2 - Alarm Systems 


The best of electronic alarm systems are 
of current use in the main offices. Most other caisses 
populaires use a wide variety of proven systems with 
satisfactory results. 

3 - Armed Guards and Special Investigators 

Over 100 caisses populaires have armed guards 
who keep constant watch ii the office during business 
hours. The guards are ntl ca hae protected and carry 
the necessary weapons. They are specially trained 
for the job. 

The Solstice d' Assurance des Caisses populaire 
Desjardins also has special investigators or detectives 
who are constantly on the alert to prevent attacks 
or to lend a hand anywhere in the province in case of 
need. ‘They co-operate ciosely with regular police 
forces. 

These supplementary protective measures 
have become necessary in view of) the crfininiyeexpaetance 
of the past doir. gradi 

The Caisses populaires Desjardins have an 
excellent system of protection against ail types of 
robbery, if not the best. 

TII - Assets 

The policy of the Caisses populaires 

Desjardins concerning loans and investments is usually 


the same notwithstanding the size or the location of th 
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caisse populaire. 
(a) Loans 4 
Assuming that the risks are equal, priority 


is always given to small loans. The caisse populaire 


therefore deals primarily in. small personal loans. If 
it has sufficient financial resources, it grants larger 
loans, either against a “reconnaissance de dette" or 
a mortgage. 
Loans to the shareholders usually represent 

50 per cent of assets. In the average caisse populaire 
the loans are distributed on the basis of approximately) 
1/3 personal leans against a TAGOnAAASRAnch de dette" 
and 2/3 mortgage loans. With the development of the 
caisse populaires, the total amount allocated to small 
loans gradually drops in relation to the assets, and 
conversely, the portion used for mortgage. loans or loan 
to institutions rises considerably. See the section 
on statistics, -page 151 = 154. 
(pb). Investments 

Bond investments are an important part of 
the general liquidity of the caisses populaires which 
is presently set. at 50 per cent of liabilities. Bond 
holdings usually peonesant 55 per cent of assets. The 
size of loans in relation to assets is shown in the 
statistics section, pages 151 to 154. 

The amount of the assets varies according 
to the amounts paid on shares and deposited in savings 
accounts, to which are added the reserves proper of 
the caisse populaire. See the statistics section - 


position of local caisses populaires - page 154 - 185. 
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Terente, Ontario 
I = CASH ON HAND AND LIQUID RESERVES 
(a) A Study of Percentage Ratios 

The immediate liquidity, commonly known as 
the cash liquidity, is maintained at 1 per cent of 
liabilities and distributed as follows: 

10 perscent on deposit with the regional 
. or central caisse, 5 per cent cash on hand 
including cheques and payment orders drawn 

on other institutions, « 

See statistics section = Series X - pages, 185, 187 and 
189. - 
(b) Money in Hand 

The money in hand included in the cash 
liquidity may be greater or smaller according to the } 
transactions of ‘the shareholders. Any surplus is deposited 
with the regional or central caisse, or exceptionally 
with a chartered bank or ead vel company. 

The cash liquidity is increased when deposits 
(capital and savings) of the shareholders are greater 
than the withdrawals, when the repayments by the 
borrowers are greater than the amount of loans granted, 
and (Or) when one cashing on maturity bonds or the 
possible sales of bonds held in the portfolio is greater 
than purchases. 

The caisse populaire then has a choice, in- 
asmuch as the ‘general liquidity is adequate and accordi 
to the volume of acceptable loan applications, between 

i - loaning to the shareholders or 

2 - investing in bonds 


Conversely, the liquid assets drop when 
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Terente, Ontaric 
withdrawals (capital and savings) of the shareholders 
are greater than the deposits, when bond purchases are 
greater than maturing bonds or bond sales. 

' The caisse populaire must then protect its 
general liquidity and also the cash liquidity by the 
following usual methods: 

| i - activate the recovery of current loans; 

2 - stop loaning large amounts as a first steq; 

3 - stop loans completely LT. necessary; 

4 - stop purchasing bonds, even with the 
proceeds from maturing bonds; 

5 ‘ sell bonds or. borrow against bonds if 
the sale of such bonds involves a heavy 
loss of capital. 

(c) General Liquidity 

The required liquidity is determined by the 
Fédération des Caisses populaires Desjardins, accordanc 
with its affiliated regional unions. Changes in 
liquidity standards gre rather unusual, as we are more 
interested in helping and protecting the shareholders 
than in making profits. 

The percentage of liquidity has been as 

follows: 

Up to the second World War - 3 per cent. 

From the end of the second World War (1946) 

to date -.50 per cent. 

Prior to 1960, liquidity was determined on 

the basis of assets. Since 1960, it has been based 
on liabilities less loans, the loans being deducted 


from the cash liquidity or from investments. 
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However, regional unions are free to adjust 
the liquidity ratio according to particular cases. 
Without changing the official percentages, 


the authorities often stress the need for caution in 


the Revue Desjardins and in circular letters. Inspecti 
reports always point out in fractions to the liquidity 
rules. Steps are taken to ensure that the caisses 
populaires maintain the required liquidity. 

2 - INVESTMENTS | 3 

(a) General Criteria 

General Sxruerie die stierthdmscit of the 
bonds authorized by the Act. They are aimed at ensurin 
a strong perceifresd of easily negotiable securities.. 

As a result, the portfolio of a caisse — 
populaire alnoae invariably includes Government of 
Canada bonds and province of Quebec bonds. These are 
followed by bonds issued by municipalities, cities 
and towns and school boards, and finally, bonds issued 
by "“fabriques", hospitals and religious orders. 

The purpose of the second distribution is to. 
promote the purchase of short-term bonds, which are 
more easily realized in periods of tight money. Moreov 
there is the assurance that the capital will be completely 
eetdnued at maturity, whereas it is not always possible 
to keep a long-term bond; selling in unfavourable 
market conditions may cause considerable losses. The 
caisses populaires are increasingly investing in 
Government of Canada treasury bills. 


Maturity dates on the bonds purchased are 


Spread over a maximum period of ten years; it is only 
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in exceptional: circumstances that the ten-year term may 
be somewhat extended. 

Finally, a caisse populaire is not allowed 
to purchase longest term bonds from an issue when a 
substantial amount is to become payable at that date, 
thus making a re-financing necessary. As we cannot 
know what market conditions will be ten years hence, 


we do not make such purchases. 


(b) Liquidity of Investments 


ed 


Suggested Distribution 


1 - By category: 


1 - Canada 15% 
‘Province of Quebec 15% 30% 


2 - Municipalities, 
cities, towns, 


school boards 50% 
3 - Fabriques, 

‘Hospitals, 

religious orders 20% 


Present Distribution 


(a) Caisses populaires 


Hereunder is the distribution of investments | 


made by the caisges populaires affiliated to the Montreal 


and Chicoutimi regional unions at the end of the fiscal 
year 1961. The two regional unions then included 
approximately 40 per cent of all caisses populaires, 
and their affiliates held 40 per cent of the total 


portfolio of local caisses populaires: 
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Bonds 


Government of Canada 
or guaranteed by same 


Province of Quebec 
guaranteed by same 


Municipalities and 
school boards 


Religious orders and 
non commercial 
institutions 


Value 


$ 7,768,450 


10,922,400 


60,843,815 


8,735,600 


$ 88,270, 265 


(b) National or Central "caisses" 


Distribution of Investments in 
Regional or Central caisses at 


their Fiscal Year 
Bonds 
Government bonds 


Government of Canada or 
guaranteed by same 


Province of Quebec or 
guaranteed by same 


Municipalities and 
school boards 


Religious orders and 
“non commercial institutions 


Other institutions 


-2@ - By Date of Maturity 


1961 
Value 


$ 100, 000 


ET 92; 499 


14,780, 061 


20,103,010 


6,659,970 


60, 312 


$ 54,116,702 


Percentage 


8.8% 
12.4% 
68 .9% 


9. 8% 
100. 0% 


ten (10) 
the end of 


Percentage 


0.2% 
21.7% 
27 . 3% 
38.4% 


12.3% 


0.1% 


100.0% 


Suggested Distribution 
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Present Distribution 

(a) Caisses populaires 

In referring to the liquidity of investments, 
we place much weight on the distribution of maturity 
dates for such investments. 

As an example, the following table shows the 
maturity dates of investments, at August 31, 1960, in 
the 278 caisses populaires affiliated to the -Montreal 


regional union. 


Maturity date Value Percentage 
De sept. a déc. 1960 $ 6,078,000 9.0% 
en 1961 9,133,275 13.5% 
1962 10,215,325 15.1% 
1963 ; 9,101,425 13.4% 
1964 7,164,425 10.6% 
1965 6,727,375 9.9% 
1960 - 1965 71.5% 
1966 - 1970 14,232,775 21.0% 
1971 et plus 5,101,600 7.5% 
TOTAL: $ 67,754,200 100.0% 


(vb) Regional or Central Caisses 
An analysis of the investment portfolio of te 
(10) central caisses at the end of their 1961 fiscal 


year showed the following maturity terms: 


Maturity Term Value Percentage 
de 1a _ 5 ans $ 35,863,129 66.0% 
de 6 4 10 ans 13,505,017 24.9% 
de 1l ans et plus 4,962,871 9.1% 


TOTAL: $ 54,331,017 100.0% 
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(c). Direct Acquisitions 


Bond transactions, purchases and sales are 


generally made through brokers. local caisses populaires, 
however, will.in.most cases negotiate such transactions 
through their Bae caisse. Direct bond purchases 
are scarce and always for relatively small amounts. 
They usually concern issues from institutions remote 
from centres where there is a caisse cree but 
which are hard to sell on the market. Besides, marketing 
cost would be prohibited. The local caisse populaire 
makes an agreement with the regional or central caisse 
to share the. bond issue, 

(d) Sale before Maturity 

Sales of bonds before maturity are relatively 
infrequent. Caisses populaires do not speculate, and 
exchanges sometimes weoduee more disappointment than 
profit. However, circumstances sometimes make it 
necessary to sell bonds to realize the money. Such 
sales are almost Saensdably transacted through the 
regional or central caisse. There may also be exchange 
of low interest bonds, to be replaced with other bonds 
with a better yield or more readily negotiable. An 
immediate loss of capital is sometimes written off by 
a net gain from a current rate of interest. 

It is the general policy to purchase bonds 
and keep them until maturity, even if they have to be 
used temporarily as collateral for a loan. 

In the year 1961, investments redeemed for 
cash in the local caisses populaires only amounted to 


$40,924,000. 
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e) Investments Authorized by Law 


Under Section 40 of the Quebec Co-operative 
Syndicates Act, caisses populaires are authorized to 
purchase the following types of bonds: 

Government of Canada. 

Province of Quebec | 


Fully guaranteed by the government of 
Canada or the Province of Quebec 


or within the province of Quebec: 
municipalities 
school rete tani mp 


construction or repair of churches 
ease rer ies or cemeteries 


"fabriques" 


ecclesiastical or religious 
corporations 


Investments in real estate within the Grovince | 
- or on a first privilege or first hypothec to an amount | 
not exceeding three-fifths of the municipal evaluation 
of the real estate affected. | 

This section of the Act has made it possible 
to ensure the security of savings thus invested. 


f) Prior Authorization from the Federation 


The purchase of Bodas is the responsibility 
of the board of management of the caisse populaire or of 
the regional or central caisse, as the case may be, 
However, investments can be made only with the prior . 
approval of the Federation. 

This requirement is of a iaeey importance. 
For the majority of directors of caisses populaires, 


investments are agifficuit to appraise. Even those among 
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them who have the theoretical training needed do not 


always have the practical knowledge specifically 


required in a given instance. 


The Federation therefore examines the various 


types of bonds that are contemplated. Its study covers 


the following points: 
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Legal permissibility 
a) class allowed under the law 


b) legal borrowing powers of borrowing 
corporations 


ce) regularity of the fiduciary instrument 
and of the issuing and borrowing procedure. 


Solvency 
a) analysis of present financial statements 
b) comparative study of financial statements 
ec) study of prospectus 
d) guarantees - moral 
hypothecary 
governmental 
e) reimbursement capacity 
Maturity 
a) series or sinking fund bonds 


b) arrangement: annual. amount 
length of term 


ce) large amount due on ultimate date of 
maturity 


Rate of coupon 
Yieid 
Price 


Balance of individual portfolio 
The Federation may then approve the purchase 


with or without changes, This precautionary measure has 


been invaluable in the past and remains in very useful 
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protection. In addition to-ensuring an excellent 
selection of securities, it allows the caisses populaires 
to save on the purchase price, 


g) Relations between caisses 


populaires and brokers 


‘ 


Business relations between stock brokerage 


‘ 


| 
firms and caisses populaires are rather limited, as the 


majority of caisses populaires purchase bonds from their 
regional caisse; through buik pundieeengprtties are able 
to buy excellent securities at andotewed prices, 

The regional or central caisses purchase from 
the brokers practically all the bonds needed by their 
caisses populaires and by themselves. | 
h) Accounting practices 

Bonds are entered in the books at cost, If 
the purchase price is above par, the surplus is gradually 
amortized over the years remaining before maturity, in 


order that the security will then be listed at part in 


| If the purchase is made below par, it is 
entered in the books at the price paid, and the prifit is 
recorded only when the bond matures or at the time of 
sale, if any. if the vaiue of the security holdings 
rises or drops with the market, this is not recorded 

in the books because most bonds are kept to maturity 

to avoid an accounting problem (which would not bé too 
serious in éode institutions managed by professionals) 
which is ise Hee'Cins our _— Stisdgansettued howsler, 
when the market slackens, some of the larger caisses 


populaires set up a reserve from part of the annual net 


surpluses to absorb the depreciation of securities. 
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Should the need arise for a caisse populaire 
to obtain cash, it will generally prefer to borrow from 
the regional caisse rather than to sell securities at a 
loss, It is a very short-term joan, By taking the 
necessary action, the caisse populaire will be able to 
repay its loan to the regional caisse and resume 


possession of its bonds until maturity, 


ee we esc ltew eee 


Finaliy, most of the caisses populaires do not 
capitalize the interest accrued on investweats at the 
end of the fiscal year; this constitutes a kind of 
Supplementary reserve, On the other hand, the regional 
caisses whose portfolio mainly consists of investments 
capitalize the accrued interest on bonds at the end of 


the fiscal year. 


= PERSONAL AND MORTGAGE LOANS 

"The guarantees of repayment being equal, small 
loans are to be preferred to larger ones" (article 36 of 
the by-laws). 

On.the basis of this by=law, loans are 
rationed in periods of tight anaeees Large loans are. 
curtailed first, and if this is not enoddnttos protuét 
the cash position, loans are cut off entirely, 

Personal loans granted against an acknowledge- 
ment of debt with or without surety to the same BNE - 
holder are limited to an amount set by the general 
meeting of shareholders. For larger loans, moveables 
(membership shares, savings, legally authorized bonds, 
agricultural collateral) must be given as security. The 
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Nethercut & Young d 127 
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limit does not apply to mortgage loans.or to loans 
; soaneed to public bodies such as municipalities and 
school boards, or to "fabriques" or religious scans or 
to co-operative societies, 
The position of the caisses populaires at 
December 31, 1960, as shown in the statistics pee 
page : indicates the balance due on loans by the 


various public bodies, 


© 00 sa wu ® w& b&b 


The favoured categories of borrowers and the 


Size of loans granted against acknowledgements of debt 


10 


or against mortgages, are indicated in the statistics 
section, pages > and 0. 
a) Purposes of Objects of Loans 

The caisses populaires dre "the true banks of 
the people (see the brochure on the 'caisse pieaeiea © 
by Alphonse Desjardins) where the honest, cies 
sober, thrifty worker and farmer can obtain the funds 
they need to finance their activities, set up a home, 
free themseives of a heavy debt, make necessary cash 
purchases", etc, 

Unfortunately, we have no statistics showing 
the use of area according to their object. In the 
Spirit of the founder, loans are made for purposes 
productive or advantageous to the Sdxacnsiet "Never, 
in any circumstance, wrote cpmmander Aliphonse Popaseains ; 
should a caisse ponminars o for an unproductive 
expense". The caisse populaire must loan "to help its 
members and make them more prosperous," 

b) Evaluation of possibie losses 


The moral credit of small people is excellent, 
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particularly when they take out a loan from their own 
caisse populaire., The percentage of delayed repayments 
ig very small in relation to the totai amount of loans. 
Delays are perhaps more frequent in the rural caisses 
populaires, in view of the irregularity of agricultural 
income, which is subject to the whims of nature and to 
market conditions; but the danger of loss is practically 
inexistent, 

On the whole, borrowers faithfully meet their 
obligations; that is why the caisses populaires do not 
set aside a special reserve for doubtful or bad loans; 
losses being scarce and quite small, they are absorbed 
from the Eibani net surpluses. 

The following table shows the number and 
amount of losses sustained on loans by the caisses 
populaires in the main years studied by the commission. 
The loss statistics given here are based on a special 
questionnaire filled by 65 per cent of the caisses 
populaires holding 85 per cent of assets as at 


December 31, 1961: 


Year Number Value of Loans granted 
of losses losses during the year 

1940 15 $ 4,550 

1945 6 2,861 

1950 6 2,052 ¢ 52,258, 680)) 
1951 18 16,950 58,521,774) 
1952 18 9,014 55,430,562 01) 
1953 19 39,640 60,602,938 

1954 20 12,736 79,689,195 °)? 
1955 20 13,289 97,115,354¢ 7) 
1956 39 28,825 119,151,104 /)) 
1957 41 23272 117,370,616 

1958 33 31,175 129,568,909} 
1959 70 23,650 143,987 9678 2 
1960... 63 25,307 126,525,147”? 


S 
1961 52 14,538 178,929,133? 
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‘a loan, The purpose of this is to ensure the greatest 
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(1) Statistics from the Province of Quebec Bureau of 
Statistics based on the fiscal year and including 
all reporting enaaeak populaires in Quebec, 

(2) Statistics based on the calendar year and includin 
only the caisses populaires affiliated to the 
Quebec Federation, 


c) Freedom of members of credit committee and 
Supervisory committee | 


The members of the credit committee and of the 


supervisory board are not allowed to borrow or to endorse 


freedom of action and to avoid the criticism that might 
be caused if they granted loans to themselves, 

The manager and employees are not allowed to 
endorse loans, 

Only the administrators who have no suRneety 
in the field of loans to shareholders may borrow and 


endorse aR 


d) Loans subject to approval by the regional union 
or the Federation  —_—- . 


The credit committee alone has complete 
control of the loans to shareholders within the limits 
set by the general meeting. 

However, a by-law in the régienai unions 
requires affiliated caisses populaires to obtain prior 
approval from the regional union or the Federation to 
loan | | | 

1) over 5 per cent of the assets or $40, 000 

to the same shareholder; 

2) to a public body; | 


to a business or industrial firm 
to a co-operative society. 
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The purpose. of this by-law is to avoid large 


loans to the same shareholder, something which could 


prevent the caisse populaire from granting many small 


are also to be avoided. 
This by-law requires the caisse populaire 
to hawe the record of any corporation examined, and 


to seek the approval of a higher authority. before 


granting a loan. Loans to enterprises and institutions 
require greater caution; it is necessary to ascertain 
the regularity of the incorporation, whether by letters 
patent issued under the Companies Act, or under varidus 
public acts, | in addition, the corporation's legal 
power to borrow. and its right to mortgage property provi 


other forms of security must be looked into, 


financial statements and assessing the true financial | 
position. Financial, analysis requires a knowledge of | 
accouriting which the members of @ local credit 
committee do not aiways have... The study will reveal the 
credit needs of the enterprise, the possibie mode of 
repayment and the type of surety to be required. 

The regional union or the Federation is then. P 


in a position to approve or reject the loan. 


e) Types of Surety 
1. Acknowledgement of debt 


ia Loans geanted against an acknowledgement of 
debt are made with or without an endorsement, Every 
caissé populaire sets its own policy in the matter. 


Moveable assets are also accepted as collateral 
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The shares and savings of a member or of another party 
are also frequently used as collateral, The Act 
provides for automatic compensation at any time of the 
obligations contracted, (Section 46, paragraph 4 of 
the Act). 

_ Other moveables which can be used as 
collateral include, first, such bond as are allowed 
under section 40 of the Act (those which may be owned 
by the caisse populaire ) ead. if authorized under the 
by-laws, other moveable assets, usually in the form of 
bonds. A sécurity margin of 10 per cent is applied 


for ¢asily marketable securities, and a larger margin 


is applied to other assets accepted as collateral, 

The surrender value of iife insurance policies: 
where the beneficiary is not the wife of the policy 
holder, is also ageeptable. 


In mural areas, farm products, livestock and 


farming implements may @liso be used as collateral, 

| Under @ provincial act for the improvement of 
farms, the government provides a 10 per cent guarantee 
on loans ie to an amount of $7 , 000 and refunds 3 per cent 
on the interest chargés. 

Maritime credit legislation assists fishermen 
in the financing of fishing gear and boats, The 
provincial government refunds 4 pér cent of the interest 
to the risherhied and provides siibdrdlicd on their life 
for the benefit of the eaisse populaire, If the local 
caisse populaire is short of funds, it may obtain funds 
from the Caisse regionale de Gaspe and (or) from the 


Caisse centrale de Levis, to which the provincial 
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government has provided a guarantee of $75, G00 to cover 


Ss 


eae Losses. 


Stasn¥ies of the pein: Kwa of Fish 
and Game of the Province of Quebec - 


e brain, Amount Interest Loan insur- | 
| 2 of Loans Eeanad: ‘Refunded ence 2 emiug 
Gaspe area ag 2, 128 $ 951,305 58,869 9,374 


| Madgaien Isiands 2.757 $1,621,626 77,002 19,912 


North Shpre afi” 5s 107, fies 17,001 -- nl 13k 
“quit. i yy Nae et ; | 


Earn dG agB $2. 680,390 $152,962 $50,417 Ee 
My Sornns ty Let : 
S ore 4 to Octaber 1 1961 
hic ae Gaspé Magdalen North Shore $ 
ch ae Area. Islands of Guif Total 
Number aves 196 528 133 651 
in TaRae ie 
boas pf doemen $354,908! 414/536” 937536. 836,979 | 
Number of new Loans 4S 61 85 j 


Amount of new loans va0, 11% 52,150'. 21,200. 123, 464% “s 


Balance payable @8 $271,740-295,279 22,907 589,927 | 


of ia 1 
20 Interest: refunded $5,190 5,792 637° °° 29,621 pes } : 
by Department ig g 
Insurance premium $750 1, 448 158 2.357% 
paid by, ‘the, 7 4 
Paper keane : 3 
ie - greaat is granted. to settlers by the caisse_ 


silent: : the goveriment or. tna Pravinnes | of buses 
refunds, 3 per: cant of the interest to the caisse 
_ Populaire: and ‘supervises the settlers! bperations. 
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of local public bodies - municipalities, school boards 
and "fabriques" - where the amount is not too large 

and the loan is for a short term. if it has the 
necessary funds available, the caisse populaire will 
gladly loan at reasonable terms. The rate of interest 
is usually lower than the current rate of interest 
against an acknowledgement of debt; it is in line with 
the usual rate on bond investments at the time the loan 
is granted, Such loans must be approved by the regional 
union or the Federation and by the Quebec Mumicipal 
Board. A loan to a "fabrique" must be approved by 

the diocesan bishop. 

b) Loans to co-operatives 

Loans are often granted by the caisses 
populaires against an acknowledgement of debt. The 
amounts vary according to the financial position of the 
borrowing co-operative . The rate of interest is 
usually the rate sineed to other borrowers, Such loans 
are usually short-termed. 

For medium or longer term loans, the caisse 
populaire requires the security of a mortgage or of 
moveable assets to protect itseif adequately. 

The caisses populaires have granted eee ne 
loans to housing co-operatives for their temporary 
financial needs in anticipation of loans to individuals 
by insurance companies or the Central Mortgage and 
Housing Corporation. We are informed by the 
Federation des Co-operatives d'Habitation du Quebec that 
2,331 houses have been built since 1943 by affiliated 


housing co-operatives. It is believed that the actual 
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number of new buildings constructed by the housing co- 
operatives for that period will be more than 5 , 000 
units. It is known that . mortgage must wait 30 days 
after completion of the work to eliminate the risk of 
claims from workers and material te Oe Baa for 
architects fees, as such claims enjoy priority over the 
mortgage. 

The caisses populaires loan to many housing 
co-operatives against the transferred security of the 
lending firm's promise of a,loan. The lending firm is 
usually an insurance firm or the Central Mortgage and 


Housing Corporation. 
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3 - Mortgages 

| This chapter deals with all loans secured by mortgages: 
leases with agreement of sale, sales with privilege of repurchase, 
nies, 

_ Loans are generally granted on a first mortgage. Loans 
on mortgages are not restricted by law or regulations in relation 
to municipal assessment or other factors. Each application for a 
eee judged on its-merits by a credit committee. Loans, 
however, rarely exceed 65% of the market value of the property. 
Loans for low-cost housing, however, may reach 90% of the cost 
of construction. 

The term of a loan varies with the capacity of each 
borrower to repay. In general, the term is 15 years, but the 
ee populaire reserves the right to require repayment after 
“ ; 3 or 5 years. The. borrower repays the loan in monthly instal- 
* ments. — 
The caisses populaires use one form of mortgage deed 


which is standard throughout the Province of Quebec. 


a) Family Dwellings 


Under the Provincial Farm Act to supRove housing 
conditions, which - is administered by the Provincial Credit 
Bureau, loans are ‘granted for Se dwellings costing up 
to $12, 500, including: land. The maximum cost of two-family 
dwellings must not exceed $17, 000. The maximum rate of interest 
permissible is 62%, and the provincial government reimburse 3% 
of the interest. As of 3lst December, 1960, 743 caisses 
populaires had granted loans under this aw, thus ee 
$86, 2h, 969 to some 13,000 members. 
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Number of loans granted by: 
Number of loans 
Rate of under the terms Caisses Other 
interest Year of the Act populaires enterprises 
5% 1949 2,175 $ 2,884,877.24 $ 8,660,956.82 
1950 4,184 3,803 ,212 .53 31,690 ,816.75 
1951 5,239 3,566,638 .63 33,765,471.91 
6% 1952 3,996 4,454,092 .43 21,892,479.89 
1953 4,555 4,155 ,652.27 30, 349,293.01 
1954 4,912 6,916,139.65 29 , 666,607.63 
1955 3,561 8 , 302,049.48 16, 124,363.00 
1956 3,049 10,946 ,698 .00 7,677 ,321.00° 
1957 2,682 10,000 ,994.00 6 335,951.00 
1958 2,017 10,165 , 455.00 2,294,005 .00' 
1959 2,360 12,186, 430.40 3,327 , 449.95 
63% 1960 4,391) 8 , 862,330.23 25,313,477 .52 
1961 11,320¢2) 10,688 , 342.20 27 , 742,232.50 
\1) Loans granted prico—— a Sie, aes 2 | 
to 1960 under the 54,441 $96 , 932 , 912 .06 $244,840, 425.98 
Act of March 1960. =" De eta a ee a 
Current loans ..... 
(589 $ 21,290,630.00 
(2) fete: ether aries 1" 802 $ 8,862,330.23 4,022,847 .52 
$296) genes oi Oe 
7,969 $ 20,347,260.00 


b) Social value of loans on mortgages 


The caisses populaires ay only grant loans for 
purposes which are productive and in the best interest of the 
borrower. Loans on mortgages are doubly profitable: 1. _ they 
enable the borrower to provide adequate housing for his family 
and 2... they help him to become a property owner. The 


family dwelling is a factor of social stability. 


f) Differences between regions 


There is little difference in the implementation of 
regulations in different regions, except for the limits imposed 
to each borrower by his assets and by the type of economy of 


the locality or region. 
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g) Rate of interest - 
1. Principles 
There is usually a 1% difference between the rate of 
interest on loans against acknowledgment of debt and loans 
against mortgages. 
A 1% reduction will usually be granted on loans granted 
against acknowledgment of debt when the loan is secured by shares, 


Savings or bonds. 


2. Loans against acknowledgment of debt 


The chart below shows rates charged by the caisses 
populaires on loans against acknowledgment of debt. These rates 
were in force for affiliated caisses populaires at the end of the 


financial year 1961. 


pully > 161,775 
5.50% A 5.99% 6 491,707 
6.00% a 6.49% 430 18,601,380 
6.50% A 6.99% 100 6,181,095 
7.00% a 7.49% 596 33,844,106 
7.50% a 7.99% 37 6,819,204 
8.00% 30 2,034,926 
9.00% 1 132,245 
1,212 $ 68,267,840 
# —S—=_—=—= 
Mode et médiane: 7.00% 
19 Moyenne arithmétique: 6.63% 
Meyenne .pondérée par les préts 
20 “% cours au 31 déc. 1961: 6.75% 
a2 3- Préts sur hypothéques 
 ¥! 235 : F 
Taux d'intérét Nombre de caisses Préts en cours 
ry ayant ce taux d'intéret au 31 déc. 1961 
0.00% 101 
33 4.50% 4 4.99% 1 $ 12,095 
5.00% A 5.49% 128 14,427,277 
74 5.50% A 5.99% 45 10,000,759 
59} 6.00% A 6.49% 610 124,397,393 
95 6.50% A 6.99% 202 109 , 862 , 367 
7.00% A 7.49% 124 
60,262,442 
% 8.00% 1 84,654 
Lgl $319, 046 , 987 
27 Mode et médiane: 6.00% FF 
Moyenne arithmétique: 5.57% 
Moyenne pondérée par les préts 
28 en cours au 31 déc. 1961: 6.32% 
29 
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a 


Rates ofinterest on loans, as well as rates of 


interest.on sa » do not vary widely nor do they vary © 
immediately prise phanges in the financial market. Asa 
co-operative, the Wesabe populaire is not a tvtd tlseming 
PRUETT Sk, it seeks to serve its members, 

The rates of interest vary only gradually as they 
seek to get in line with the current rates. 

Increasing the rates of interest in periods of tight 
money in order to reduce the volume of loans could well be 
unfair to members needing to pore at that time. Why should» 
any member pay 7% today. when tha’ eta was 6% yesterday? It 
could well be that such a member has entrusted his savings to a 
caisses populaire for the past 10, 20 or 30 years without ever 
needing to borrow; why should he. then be penalized when he | 


Pe. 


feels the need for a loan? If the caisse populaires does’ not, ‘ee 
— 


at the time, hold the guid assets required, it refuses the 


52 ee 


_ loan. But if it pas the funds required, even “in periods of tight 
eR 


money, it simply camotrefuse to grant a ‘loan at the current 
rate of insted! Yiien puch a loan is justified by serious needs. 


h) Life Insurance on loans 
An individual life insurance policy Sr not oxen 

volves an automatic decrease in the amount of coverage. .In 

- the case of life insurance on Teun the amount of coverage is, 
at all times, equivalent to the amount due. Shoulda borrower 
die when he is late in his payments, his debt is entirety =f 
Detitad ss whereas Su the case of individual insurance, the 
coverage in force may be less. han it. ‘balance due. at the time 


of death. Life insurance on Loans affords the family an 


Someetunits to own a fully” pak me and to free itself of any 


obligation towards the caisse dinare, 
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Presently, some 170,435 borrowers with loans from the 
caisses populaires are covered by such insurance. Since 1954, 
some 3,345 claims for amounts Soe more than six million 
dollars have been settled. Nameréus testimonies show that the 


families ecrned would have ll deprived of ‘their home had 


- it not been for chat“ insurance. 


Life insurance on loans, on a group basis, is of con- 
siderable assistance to the working class, since otherwise this © 
insurance would be prohibitive for workers not only because of 
the cost but also in view of the severe standards of medical 
examinations. ed tient on an individual basis a consider~ © 
able proportion of —— weed have to ii occupational extra 


premiums to which widen), Ghar’ and white-collar workers are not 


subject. One must also bear in mind that workers are unable to 


see ‘a home. before they are well advanced in years, which tends 


: a increase further the Lc dinnawkesrs of life insurance on n mortgages. 


| Under such Menge ee the type of life insurance on 


loans offered by the Caisses ‘Fopulaires Desjardins is an essential 


service and constitutes for tne Caisse populaire a duty that it 
could not overlook without causing serious prejudice oS the small 


wage~earner for whose sake it was instituted. 


(See. table on following page) 


a 


: 
be 
ve 4 


s 
i. 


cd 
: 


4 Eet see39 as ei enthrsfesl eorks Lagat poetisd edt yw boasts ‘ansol 


— 


edd mort casol ddiw svewortod ara Oe omoe insert 
| lsonsrnent coun qW? borevbs ox eontaLagod Sobeteo 
nokilin xte asdf enom sniffssod sdiwroms sot amtato 2aece omoe 


LAROE conte 


ods. Sade Woile aeinomttees asrbnensi _balites sesd ovad atsifob 


bed smo «ied te bevirasb sind evad bisow berrrsoswo eettinst 


sors ment gad sot need gon Jk - 


-ioo ‘to ef ,etesd gqyow, s mo ,eNsef ao be Baile ‘Sted 
” abat eabwietite Sones 2aaie an bixow ‘ed? of eonsdeteas eldstebie 
to Sats I06 qisio Jon atten row sol evidididowg ed bisow eonsiwent 
Eso ibesi to  sbabaads srever afd to we.iv at oais Jud teoo ons 


—Tebiemes s Silakedt peas is 0 ernoninay a8 jenolienimsxe 


sidxe [esotisquosc on od evad biuow Se to ‘nokdoqon ‘elds 
Son sis enetsow selloo-etidw bus. eLasoisectowg dotdw of amu mesg 
-doetdue 


oF efdens EL. atenlrow Seis bata ct t tsed Site dana ae 


abaay do Eriw cBREOY nt becwevbe Liew ets yodd Stoted sand 2 bina 


-Begsgetom u to sonauentt ott to a ond rorddart sasoraitt of ; 


O oonesvent out tf te sqys edt ‘qaols thao iioue sebatl 
ial 


at tedé tiub 5 etisioqog sesiss oild 101 astuditenoo bas solves 


iieme eid of sotbulieug anoivee giteuss dxodi iw doolseve Jon bigos 


bedudiseni aon tt ese eaordw 10% 1@TILe-OYEW . 


(egsa guiwolfot no sides 988) 


Nethercut & Young A.148 
Terente, Ontario 


STATISTICS AS_OF 3st DECEMBER , 1961 


LIFE INSURANCE ON LOANS: 


. Premium (rate): 0.53 monthly per $100. 


ot 


Invalidity: er 

Premium (rate): 0.01 monthly per $100. 
Dividend: 10% of premiums paid 
Extra dividend: 10% based on experience 
In force 


Policies: 1,17 Pe 
Amount: $31.6, 


Recovery of premiums: 
Individual charge: — 625 


Increase in rates 
of interest: 551 


(Maximum coverage: $10,000) 


a) Increasé in sa: in the caisses aires - 


PORT ENA HS gs monthly increase of savings from ‘Sa 1957 to. 
March 1962, in Section Lite page’ 


For previous data, see the situation of local caisses” 
populaires, in statistical section, PP., 173-185. . 


Savings have been steadily increasing. It is the 
result of a long and ae eae of preparation and 
education. ‘ 
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As early as 1906, Commander Desjaré:r- organized the first 
school bank in order to impress school children with the value 
of thrift and saving. The organization of school Serine banks 
may have varied (in fact it has ‘Snprdved) but the purpose nae 


remained the same: to train the younger gerietaELodi to practice 


foresight, thrift and saving, The amount of sarees collected 
CErOmet school banks is impressive, but even more so is. the moral FE 


social and ecoriomtic éducation which they provide for the younger 


generation. 


Some 335, 7162 school children in the Province f°) of, Qnebec 


presently own $6, 258,000 in Savings. In Montreal alone; 130, 585 
children had $3,408, 000 in savings in school banks as of December 
31, 1961, 


f ‘ ” Such an educational enterprise eats for much effort, ; 


ees and money but its beneficial results over the past few years 4 
prove that it was well worth while. 


_ The only French Canadian enterprises supporting an- 
educational programme on the whole French television network of 
the CBC are 1*Assurance-vie Desjardins and the Caisses Popelatres 
Desjardins dg, Québec. The whole equntey. Dbenetite by these 
programmes ie | cost hundreds of thousands of dollars each year. 
The programmes oc not carry commercials proper, but. only a brief 
presentation at the beginning and the usual grestings at in end. 

| Savings may be withdrawn on deyand. It is one of the 
reasons for the quite normal increase in savings over the past 
few years. Depositors be are not. rel interested in high 
returns may use their monsy as they wish and whenever they mae = 
rit. This seems to be of greater appeal to them than the higher 
returns on term deposits, though there are some who prefer’ the : 


latter. ae | 
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Savings may be withdrawn over the counter or by means 
of a payment order (cheque) drawn on the caisses populaire, The 
use of payment orders in the caisses populaires goes od a the 
very beginning of the movement; it has been possible to trace 
some to the Caisse Populaire de Lévis, as early as 1907. The 


practice is not as recent as some people seem to think. 


a) Distribution of savings accounts as of December 31, 1961 


In order to study the distribution of Savings accounts 
according to size, we have sent a questionnaire to 25% of 
affiliated saxeaue populaires representing a cross-section as to 
sector and assets, 

Two hundred and fifty seven (257) caisses poptlaires, 
i.e, 20.8% of all affiliated, filled out the questionnaire. As 
of December 31, 1961, they totalled $150,345,710 deposited in 
Savings, i.e. 22.2% of the total savings of affiliated caisses. 


These savings were distributed between 297,167 accounts. 


es sess assoc ouncnSnsnNNNSSSNNsnSeS 


Total savings within Number of 

Category —__this category accounts _ 
de $0.00 A $500 $ 19,424,134 ou 12.9% 223,162 ou 
$500 & $1,000 18,096,123 ou 12.0% 32,219 ou 
$1,000 A&A $5,000 77,947,807 ou 51.9% 37,950 ou 
$5,000 a $10,000 20,088,891 ou 13.4% 6.027. ou 
$10,000 aA $25,000 9,672,648 . ou 6.4% 688 ou 
$25,000 et plus 9,116,107 ou 3.4% 121 ou 

TOTAUX: $150,345,710 100.0% 297,167 1 
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The above chart includes only ordinary savings against 
which payment orders may be drawn. To this should be added, in 
a special section, the $6,259,561 held by 335,762 depositors in 
school banks. Such savings accounts are obviously all below 


$500. 


c) Use of savings accounts 

In asking 25% of tha affiliated eaisses populaires to 
report on the distribution of their savings accounts, we also 
asked what proportion of those accounts were active and hienell 
more than 12 withdrawals during the year 1961. 

- Two hundred and fifty-four (254) Sidiesined have filled out 

the questionnaire thus revealing that out of a total of 279,975 
accounts, 74,974, or 26.8%, had more than 12 withdrawals and that 
205,000, or 73.2%, had less than «2-withdrawaln 3 {..\The folowing 
is an analytical chart of the caisses populaires showing the 


number of withdrawals in relation to their size: 


Plus que 12 retraits 


Nombre de Valeur moyenne Nombre de 


Caisses ayant moins 
que $500,000 a 


l'épargne: 


Caisses ayant 
$1,000,000 et plus 


& l'épargne: 


TOTAUX: 


comptes % au 31 déc/6l comptes % 
46 ,530 29.2 3 618.02 112 ,668 70.3 $ 
semi- 
urbaines 10,465 26.0 750.24 29,716 74.0 
corales iT sis” 2a 681.22 62,617 99777427 
19,116 23.6 $ 594.67 62,023 76.4 $ 
36,504 27.0 667 .44 S,826 T3350 


74,974 26.5% S642) 93 205 , O01 


Moins que 12 retraits 


Valeur moyenne 
au 31 déc/6l 


537 .37 


398 .28 


362.91 


327 .7C 


565 .9e 


464.9% 
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d) Retraits sur lL'épargne 


Valeur tot4le des retraits 


Année efféectués sur épargne (1) 
1950 $ 453,813,137 

1955 854,285,083 

1960 | 1,594, 231,800 


(1) Data based on the calendar year and including only the 


caisses populaires affiliated to the Quebec Federation. 


e) Rate of interest on savings 


The board of directors ob ta the rate of interest on 
Savings. A co-operative principle requires that current rates 
be respected to prevent unfair competition. Since they do not 
have to contend with heavy operation costs, the caisses 
populaires say even occasionally pay a rate of interest which 
is slightly higher than that of the banks. Thterest is always 
paid quarterly on the minimum balance. 

Rates of interest on savings in affiliated caisses 


populaires, at the end of their financial year 1961, were as 


follows: 
Number of caisses Savings as of 
Rates of interest paying the stated December 31, 

% rate 1961 

0.00% 8 $ 190,242 

1.00% 4 109,944 
1.50% A 1.99% 35 1,308,661 
2.00% A 2.49% 141 15,141,072 
2.50% A 2.99% | 373 . 113,487,646 
3.00% A 3.49% 635 530,755,324 
3.50% A 3.99% 1 16,222,496 
4.00% A 4.49% 4 2,993,639 
4.50% A 4.99% 1 3,704,128 
Mode and median: 
Arithmetic mean: ee bP ahd BE 


Average, weighted 
by savings as of 
December 31, 


1961: 
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Most caises offering the benefits of life insurance 
on savings have two rates of interest. The first rate, 
usually inferior to the second by 0.50%, applies to the insured 
portion of daxtties’ the second rate applies to savings not 
covered by the life insurance policy. In the above chart, only 
this higher rate was taken into account. 


The rate is set according to the caisse. populaire's 


ability to pay. In its early operations, the caisse has no 
reserves proper and obviously cannot pay the same rate as caisses 


which, having been in operation for several years, have consider= 


-able reserves. They start at Mahe Mheknn tedinerixwas progres- ke 
sively with their financial potential fs The members ‘. the Pee AE 


boards or committees of the caisse are never ‘remunerated ror 


‘their services. In the first years of operation of a caisse 
pened: the manager himself occasionally gets either no pay or 
_ only a very modest amount not at all related to the work 
 aecamplished. | 
: ‘Such dedication, together with the erat wish to 
_ Manage their own enterprise, is an incentive to keep their es 
‘within the parish in order to allow their capital to build up. 


= 


if) ‘Effects of changes in the rate of interest on the yoluns 
he ot savings ES, 


Experience has shown that the rate: of interest paid 


on savings is not a decisive factor in attracting deposits; no mo 
indeed than a high rate of intergst is an effective check against 
borrowing. The constant aim showld be to pay the prevailing rate 


, “@ 
of interest. 
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g) Life insurance on savings 


Life insurance on savings is instrumental in encourag- 
ing and stabilizing at a reasonable level savings in the re income 
classes. _ Such an achievement is not without merit when one 
considers the Tow level of individual savings which, in spite of 
a considerable increase over the past few years, still stands at 
only $529: per sas | 

Life insurance on savings enable brdad-dionere to 
obtain additional low-cost security (vary often it is their only 
life insurance policy) to ‘enable. them to cope with urgent resol PS 
This ‘protection, which would be prohibitive on an individual basis, 
is secured by diverting for that purpose, part of the interest, 


‘normally paid on savings. 


a5 Orn ea ibaa at 
‘ 


What would the worker do with a few more cents of | 
interest. on $500 « of savings? ‘Tt has ear demonstrated that our 
members would a see part of their interest transferred: into 
a Jerse consy| of unquestionable value to their family. No less than 
870,256 patrons of 1,176 caisses in Canada presently benefit from 


this type of life insurance on savings. 


f 


STATISTICS AS OF DECEMBER 31, 1961 
LIFE INSURANCE ON SAVINGS 


Premium (rate ) : 0.063 monthly per $100 


Dividend -: 15% of paid up premiums 
Extra dividend : 10% based on experience 
in Tag 

_fontracts - ° 863. -.. 

= Amount 3 nasegtr 003, 253 


Recovery of premiums : 


_ From the benefits : 150 
Reduction of rate 
of interest : 622 


(Maximum coverage : $1,000) 
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Increased protection: 


In case of accidental death, the amount of insurance 
is doubled. Should such accident occur in a public building or 


in a vehicle used for public conveyance, the amount is trebled. 


Family bonus: 
In the event of the death of the father, the amount 


of insurance is increased by 10% per dependent child. 


Accident benefits: 
In the event of an accident resulting in the loss of 
limbs, savings are increased by 100% for the loss of two limbs 


and by 50% for the loss of one limb. 


2 — CAPITAL 
There is only one class of share: the $5.00 share, 
the value of which is fixed and may not be inceaaaes, According 
to regulations, a thirty (30) day notice must be served to the 
board of directors before a share may be withdrawn. A api 
admission fee of $0.10 per share is charged to the prospective 
member. It is paid directly into the reserve fund. In the 
caisses populaires with more extensive reserves aed which can 
afford to pay.a higher bonus on the share capital, the admission 
fee per share is proportionately increased; in core cases, it may 
reach $0.50 for each share in excess of 50. This admission fee 
is in fact a contribution to the reserve fund which the new member 
pays in order to make up for the sacrifices of-the older members 
who have made possible the present reserves, Since the new member 
becomes co-owner of such reserves, it is atte fair that he should 


thus contribute to their gorwth. 
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rea This admission fee is not peels: It isa 
stabilizing factors the share capital, and is, to a degree, 
one of bs reasons why that capital is given a secondary 
importanceas compared to savings. Another cause is the maximum 
number ofMhares which ‘may be owned by anyone as determined by 
the generat assembly. This restriction is important in the 
early Ecapes of the operations of a new caisse, as it prevents a 
few wealthy individuals from acquiring many shares which they 
could withdraw after a given time, if dissatisfied with the 
a ay thus endangering the very existence of the wr 

. Membership shares are not transferable. It Ei 
; Eyes boing ee ae to purchase shares from another member ; 
at any rate, this is not done since no profit can be derived from 
buying or Selling shares. The member in need of cash may with-_ 
* draw his shares; the ketene populaire will always pay $5. 00 Ee 
share, Whoever wants to become a member or purchase more shares 
may deal directly with the caisse which he may Legally join; he 
will never pay more than $5.00 per share, regardless of the size 
of the caisse or of how ae it has been in operatic: The board | 
of directors may authorize the transfer of shares without exacting 
the payment of the admission fee for an heir in direct line of 
 ~ suecession. In other cases, transfers are subject: to the payment . 


of further admission fees. This explains why there are no 


transfers except in settling estates. 


a) Volume of withdrawals of membership shares 


Year Amount H 
1950 $1,355,099 + 
1955 | 2,058,338 + 
1960 Sc el 


(1) Bureau of Statistics for the Province of Quebec. These 
figures represent amount of refunds on shares surrendered 
' during the fiscal year in all thii&caisses populaires 
affiliated to the Montreal Federation; 


(2) Figures based on the calendar year and including only 
refunds on shares surrendered ir the caissés populaires 
of the Quebec Federation. i 
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b) Rates of bonus 


According to one of the principles of co-operatives, 
the interest on capital, generally known as Siena is limited. 
Such bonus, while being slightly higher (by 1% approximately) 
than rates of interest on savings, varies ee 3% and 5%. It 
is not therefore a case of distributing profits as in a joint 
stock company, the capital of which is made up of shares; it is 
a case of limited interest. 


Rates of interest on bonus in the affiliated caisses 


populaires at the end of the financial year 1961, were as follows: 


Nombre de 


caisses populaires Capital social 

Taux de boni ayant ce taux au 31 déc. 1961 
- 0.00% 39 $ MAES §9 228 

* 1.00% 1 380 
1.50% 1 617 
2.00% 21 27 , 967 
2.50% 3 7,069 
3.00% a 3.49% 164 701 , 434 
3.50%.4.3.99% 13 212,688 
4.00% A 4.49% 543 11,578,953 
4.50% a 4.99% 38 one ei toe 
5 .00% 347 23 , 266,503 
5.50% 4 2,509,368 
6.00% 32 4,696,620 
6.50% 1 16,229 
7.00% 4 888 , 971 

8 .00% 1 30,738 
Leek $ 52,581,495 


Mode et médiane: 4.00% 

Moyenne arithmétique: 4.06% 
jwoyenne pondérée par le capital 
social au 31 décembre 1961: 4.90% 
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ce) Effects of bonus rates on the volume of share capital 

The favourable effect of @ high bonus rate in drawing 
mofe share capital is counterbalanced by the admission fee to be 
paid bg the member. This prevents many members from acquiring 


further shares, 


AE RENN SAN a ae eee A a AE ERENCE TE REEL IE! LATION A NLD ASLEEP IAIN LE LENO ALAA LENA LIN CARREY SARIN Re eR CELTS OPES ant mR ORAS, Rn ee ATE a NB AE TR TLRS EE et EI MIE AS 


ene 


-besimil et ‘gated ae swornl pitas ‘ Istigeo 10 “deoradnt aid 
(glsdemtxouegs RF yd) torg te viddgtle gated oftnw ceunod ry 


$I OR? bas xe nsewied soltev wepaives 10 deouodnt to iced ‘a 


intel s ni ss sditom Shijue bedath to esas # e evoteters don fen a} 
af di | -ebtnite to qu eben ei dotrw ‘to [ed iqes ‘end. <rsg03 aoode 


er bodimtt “ys pie s 


aeereise poisilits edt nt eccod me deorednt to codes 


Ap eey 


:ewollol 2s stew .fd0L BOY Fetonank? ond to be oid 2 sotislogog 


eb asdmow . | acd: [HORS ORI |. 


islooe Latigad 
[9eCf .986 LE us 


eetieiuqoqg aseaisoa 
MUST 8S 3tayR. ©, 
a 


BSS, ages Rt wash 


| : x , 1 £008 F008 .O S. 
038 . [ 
ae, Te | £8 ROO. 8 
290, 0 ae | abel o pts “ot. s its 
BEB 108 bas web. £ 200.8 
658,818 | ponds sed x Hee.8 8 ROS. 6% 
38, va, it ERG Feb. D A POO.D 
CET ,B8B | ae , -) @ee.8 6 R08. BY 
£08 , 898, 8s THE £00.8 
B08, 202,83 FS goa 8 
Ose pea b sé r00.8 
OSs, 81 7 £ & pOe.8 
ite ass h 700.7 
2 < «4 700.2 
ge nla 
Eek 188,8é oe | SiSf_ 


R00.>  :enetboa so eboy 
80.8 :eupitowitiazn ennsyot 
istiqss ef weq edss4bnoq sanoyou ~ 
#0€.b <i8@f stdmsoSb 16 un Intooe 


rn rn a ay an apie : me . 
et a th a eS Ne pte ee 


= = . 


teiiges oigie to emufov edd m0 soden guaod to ato tia fo | 


gutwerh at ever exaod digit s to JoeTis oldoxworst eae! , 
fc J 


ed og eet aoleeimba: oud xe vosneiadresouoe at iesiqoo snide, otom 7 oe: re 


as ae te Hh | 


galtiupon mort exodmen ¥mem atrovent. eta? | sednem oid Qd om |, 


' x vit oa ; = . al Lot yp ea > : ee ae te ‘ bi esd 
tj inte gotten? end To it) 


spp les id - algae seorsde 108 See: my 


‘a 


' 


i” 


.: 


| 


TES 2 


_ 


TEEPE 


= 


; 


@ 
=e. > 


-* 
ne 4 


oe 
ead 


ae 


ee 


f 


este 
a 


he 


| | 


Nethercut &é Young = A. 156 


Terento, Ontario 


Example. - A $0.25 fee represents 5% interest on a $5.00 share 
over a one~year pdgsiod The illic thus loses a full year of | 
interest. In five years, he will get $1.25 bonus less “ia 
admission fee. This represents a net profit of $1.00 for a five— 
year ore for one $5.00 share or a yield of only 4%. 

+ Tis practice, the bonus rate has but little influence | 
on the volume of capital. A liberal bonus rate may, however, 
have a stabilizing effect. 

The pees capital constitutes. a joint ownership. Law 
links the share capital with the responsibilities of ownership; 
the share capita, is thus subject to risks which do not affect the 
savings, which constitute one of the liabilities of the enterprise. 

One may then readily understand that share capital is 
secondary to savings. In this connection, the caisses. populaires’ 


may be compared to other financial enterprises receiving deposits. 


d) Insurance against losses 
_ The savings of the members are well protected by 


adequate eS efficient inspections, an all-inclusive policy 
o for a minimum amount based on a general scale, an additional 
$10,000 bond applicable to all affiliated Wieck opinicee and 
finally by a sulsstambaa security fund in case all other safety 
measures should prove inadequate. 

There is no need for insurance Nereion against 


losses. 
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V. RELATIONS WITH OTHER FINANCIAL INSTITUTIONS 
a) Bank of Canada 
1. Selling agency 
ne Federation of the Caisses Populaires Desjardins 
is recognized by the Bank of Canada as an agency authorized 
to sell and issue Canada Savings Bonds. 
An initial trust deposit of $20,000 was made by the 
Federation and was increased to $100,000 in 1958. The chart 


below shows the total sales for the various series of Canada 


Savings Bonds since 1946. 


Emission Vente 

= ales 
le - 1946 $ 1,029,750 
2e - 1947 - 496,850 
3e - 1948 244,800 
4e - 1949 292 ,050 
5e - 1950 235 , 400 
Ge - 1951 453 ,900 
qe - 1952 318,150 
8e - 1953 1,798,450 
9e - 1954 1,456,250 
10e - 1955 ‘1,979,450 
lle - 1956 2,697,800 
12e ma) 1957 3 , 996,250 
i3e - 1958 3,204,050: 
l4e - 1959 7,965,250 
15e - 1960 5,590,150 
lée - 1961 


6,803,850 


TOTAL: $ 38,612,400. 


2- vente d'Obligations de la Victoire effectuée par 
notre entremise 


Caisses Caisses 

Emission régionales locales Sociétaires Total 

Ie emprunt $ 279,500 g 348500 $ ) $ 598,000 
2e " 465 , 000 577 , 000 597 , 700 1,639,950 
3e " 515,000 1,108,050 983,550 2,606,600 
4e he 1,220,000 1,907,750 1,670,800 4,798 ,550 
5e x 960, 000 2,261,800 2,842,200 G , 064,000 
Ge -Sno® 650,090 2,727,800 3,300,800 7,378,600 
Te sh 435 , 000 2,671,650 5,024,900 8,131,550 
8e 8 525,000 2,172,500 5,831,900 8,579,400 
9e is 580, 000 3,619,950 9,800, 050 14,000, 000 
GRAND TOTAL: $9,329,500 $17,365,000 $30,601,900 $53,796,650 
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1| 3- Emission du convertissement au 30 septembre 1958: 
Caisses Caisses 
Emission centrales locales Sociétaires Courtier TOTAL 


Se emprunt $ 492,300 $2,115,300 $ 79,400 ¢ 1,250 $ 2,688,250 


Ge " 751,450 2,404,900 135,600 1,000 3,292,950 
Tei” 2,043,550 2,147,850 192,550 6,600 4,390,550 
8e “ 127,700 2,418,050 272,250 6,000 2,824, 000 
9e " 352 , 400 3,192,400 424,250 10,250 3,979,750 
TOTAL: $3,767,400 $12,278,950 $1,104,050 $ 25,100 $17,175,500 
Rajustement 

d'intérét 

payé: $ 58,167 $ 188,650 ¢ 14,699 $ 307 -¢) : 261,62 


The Federation of the Caisses Populaires Desjardins 
has been pleased to do its fair share in helping the Bank of 


Canada achieve one of its objectives. 


b) An appraisal of competition 
l. Rates of interest on Savings 


Rates of interest paid on Savings and rates of bonus 
paid on share capital are basically the same as those paid 
by other financial institutions receiving deposits and grantin 
loans. 
_ The rate of interest on savings is determined on the 
same basis as in banks. 
The slightly higher rates paid in some cases is 
_ accounted for by the lower costs of operation and by the fact 


that administrative functions are performed free of charge. 


2. Rates of interest on loans 

Loans are granted at prevailing rates, but frequently 
enough at slightly lesser rates since our main concern is to 
be of assistance to our members and not to make profits. 

The Caisses Populaires grant their members the privile 


of repaying a loan at any time without any penalty. More- 


over, no interest is charged on any portion of a loan which 


+ at 


‘ A 
- : ¥ 
as. - 7 és 
- ' me : e 
7 A - ae it 
} " a! % , i. } « 
: =a av : 4 
Coen A ip ane & > 
a , a *, 
ro, ) 
sch > Can > & ‘el 
. ate t nee “toa ‘ pon Se 
—T = a) 
As 


P eta)  ® aa c+ * 
JATOT tefi1u09 gor Fasatooe aelaont “ge letines 
ae a te re : oe ees Pe ang: ged 


oe. SHAS @ OES.f  @ 00Oh,ey § O0E,LL, © O0t,coh tnuigme © 


Ueey SES, G00,f 4 »«. _ 200, @8L —> 008, hb, S.. % bab, Let. 

082,008 ,S 603.0 O88 , Rel O@8,Thi,S  O0@@,£90,s 

000, bS8,S 000,38 _-o» @8@8,898, 9 G80, 818,8 _ OOF, TEL, 

Ger eTe O€S , OL 08S, BSB oOb sei ,f OO , $6E 

ee ee ; - ss “— Snir PahgGs FERIA RENN 

QU, aVL, vig O01,@S 2 GeO ,bOL, ts vee tied sig oos a rd 

pass Snr eee SS ~ 
i texdink'b 

BSB, 158 yas F ee3, BM @ 028,881 2 Yal,8e & “ 

SSeS SSS SS se a oootr mcr oe renner geen salto ; : i” 


to aasd soit gatq ter nk haar tist adi ob oF praahiien need earl 


eev toot att to eno eve tition ebsrisd 


SIS F.C te oe Pa TE ey 
ie ; jay oy 
RP S ‘ 


cntpystest eertsiuqel assetsd oft to noisjsrsbe'l eT 
: 


— 
at 


canal .. Iesierads nA (d 
Sasives fe. fo jeore tnt ‘to, sedail 


auidod to eets i brs egiibvse tio btaq deoredat (ro aden 


Se 


bisq szont en ompe got ylisotesd eis [etigso stsde no bisq 


ae drisry bis ettzoqeb gniv tooo’ snoksudtsend: fetonentt. sotto yd ‘ { in ON 
-ensol te oe 
gg tt 


sid no benterisisb af ennivee no desiedsi to eds oft 


.wined ai es elesd omse g OS 
i e9eso smoe mt bisq esdsi tery tii yfingife oft tage 
fost ond vd bois notésteqo ‘to edeoo ‘rswol edd yd «ot pose ff OS 


-sptsis to seit bemrolreq O15 enoksons} evitarsetnimbs dads Ate 
2 ote ie pie * 
ansol no/Saeteini to eojsh «Sno (op 


Gel os 4 
4 


yLinsupett gud ,zotse1 gnifisveiq Je bednstg ots eneol aN 
o3 ef MISONI9 atsm wo sone Spent rseeol ylodgile ts dguons 


.etitorwq sadem of Jor ome Srodmom IO os eonsdetecs si od.» 


~oi0oM .ydfeneq yns Juodtiw omis une ‘je usol 8 atenaile i 
ah 


| 

ig ve ON 
oliving ois er9cnem tiondt tnerg coin Lugal eoeatsd — “OY deans 
| dotdw msef s to moitioq yas Mo as ters a * aducaies on a wilt 


Nethercut & Young AL p32 


Terente, Ontario 


is repaid. Interest is never charged in advance, No 
commission is required from the borrowers. A manager, 

y {ae , 3 
officer or employee who demands or accepts a commission or 


- remuneration m y be dismissed forthwith. 


Senge motte » 


Such honest policies seem to meet with the approval 
of the members, as reflected by the growing membership of 


the caisses populaires... Ps 
The caisse populaire is satisfied with a profit 


ae 


margin sufficient to cover administrative expenses,allocate 


the necessary funds to the depreciation reserves, pay a 


reasonable rate of interest (bitin and Leave an adequate 
# Se a ata 


amount to Pay on shares oad make _ Mteauate eppzepetationate: sud 


- 3. Compulsory charges \ Pte. 


Members normally pay the customary charges for cashing 

or exchanging cheques or payment orders. esi 

There are service charges eee purposes Pe 
Pe, 


unless the member waives interest on savings if his accourit®, 
gene % 3 


LBs subject to a lane number of deposits and withdrawals. 


Most caisses Seite rcer homer charge interest only on the 


balance due, without setting any minimum. Thus a $0.05 


interest charge will.be applied for an outstanding balance’.on 


Ame 


lla ame ° 


( anienistreretretindll 0 Gfantaese caynemneen inn cmmenmmats EN i de day cnmae ns 


a loan of $10.00 at 6% for one month. Other institutions 
feo} Qustitiod in charging a $0.50, $0.75 or even $1.00 


minimum. 
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- $100 loans, at 7% interest, payable in 12 months: 
gen? monthly instalments of $8.34 and one final instalment 
of $8.26 


Number of Rate of interest 


Balance due days 7h 
January feormprennereo: Osea $0.60. 
February | 91.66 28 0.49 
March 35.352 31 “y a0. 49 
April 74.98 : 30 0.43 
May sti 66264 31 0.40 
June ‘edit Burpats . 30 30 0.35 
Seo ee eee Ce ee 0.30 
Mupoet Gace e Mba cs aa, 0.25 
September ~ 32.28 30 ied 3 eh 
October 3 2k 94 ee ee 9215. 
orphan us, 2 SAG RAG EN Sos t cc oc 0.09. 
Decenbet 8.26 51 0.05 
Amount, of interest paid by the borrower: Se TT 


The public may judge the value of services rendered 


and then select = institution ee the ‘most satisfacto 


service. e.. oi 


4. Services offered = ) : ae. | 
The caisse populaire offers the following services to | 
its members: 


Savings: withdrawable shares 
demand deposits 
term deposits (few cases) 


Christmas banks (budgeting for Christmas 
holidays) 


school banks 
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Credit: “gmall short-term loans 
easy tara 
reasonable rate of interest 


against suitable security 
larger medium-term loans 


medium and long-term mortgage loans 


rieeleneh nc! some caisses populaires have safety 
deposit boxes for rent and a Canada Savings Bonds safe-keeping 
service. 

Municipal taxes, telephone, electricity and gas bills 
may be paid at rca ak populaires, Moreger sr Ena) 
caisses in the Pree of Quebec collect dues on behalt of 


the Farm Credit au. 


25 Location of offices 

Newly established caisses populaires are frequently 
set up in makeshift locations, such as a church basement, 
parish hall or a room i tne Ganieekts residence. 

.As soon as the caisse can afford to do so, it will 
move to a new and easily accessible location in the centre 


of the parish. 


6. Offices 
a 


~ a ; a 


on the early stages, the offices are ceneteateate 


Special Ps mtg is given to security and to the 


- 


physical protection of values against-armed robbery, burglary, 


- 


fire, etc. 
Armed guards are on duty in several caisses populaires. 


Most caisses populaires have adequate alarm systems. 
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7. Business hours ; 

The oxic] ofan generally adopts the same 
business hours as ic. financial institutions and banks, 
Nee, she when it has a full-time staff and is open during 
daytime. In the country, the hours will be different to 
suit the needs of the rural population. Most caisses 
populaires are eaeen one or two evenings a week to accommodate 


workers who carrot call during normal hours. 
fe. 


8. Rate of SOE AS 


In some ahioner ¢ the rather rapid growth of the . 
caisses populaires has caused astonishment. This growth 
is readily understandable in view of the quality of. services 
semneren to its members, in the field of savings and popular 
- eredit, = an institution which is jointly owned by them and 
managed by directors whites they have democratically elected. 
Each member may rightfully say "ma caisse". There is all 
the difference in the world between the services rendered to 
its members by a co-operative enterprise for the sake of pro— 
viding assistance, and the same services rendered by a profit- 
making enterprise which, ‘naturally, seeks above all to make 
maximum profits. 

In the first case, each member is dynamically involved 

| 
and plays an active part as an ace In the second case, 
the customer has the neuen oc contributing to the en— 
richment of third parties: the shareholders. If the 
a | 
institution stands to gain from the erate he will derive 
no benefit whatsoever although he has contributed in meking 
=: 


the profit possible. 
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c) Influence of changes in the monetary situation 


~ Changes in the monetary situation are barely notice- 
“able. Should money be in abundant supply, the volume of loans 
el rise slowly and naturally. Conversely, when money is in 
short supply, 2oanh will be restricted gradually, except in a 
case of major recession; in such a case not o fr ae the 
caisse stop a large loans, but it may oe granting loans 
altesether. 


d) The exclusive field of: endeavour of the caisses populaires 


Any parishioner or resident of the community may 
become a member of the loeal" paylines and credit co-operative. 
The whole population may thus enjoy membership in the caisses. . 
This does not preclude members peaged ‘ie industry, finance or 
trade from dealing th institutd ons which can provide financial 


7 


services unavi lable ftom the By, Domains 


Wistions with other financial institutions are 
cordial inasmuch as the usual rules of professional ethics are 
observed. The caisses populaires have never feared other mone 
or financial institutions; on the contrary, they take pride in 
influencing other institutions to render similar nt on 
terms which are almost as attractive. | 

| repre caisse populaire cannot cater to all, the needs 
of its members, it welcomes the existence and he vant other 


monetary or financial enterprises. 


e) Clearing 
/ pias from ensuring the caisses populaires an attrac- - 
tive return on the liquid assets that they have to maintain and 
on the bonds that they hold in safe-keeping, the regional or 
central caisses have set up a cotta and modern clearing service 


for all-affiliated caisses populaires. They clear the cheques 
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received by the caisses populaires and submit them to the banks 
for payment. On the other hand, the banks must be able to clear 
ATES the caisses populaires any payment order drawn against the 

_ latter. There Sa aise the clearing of payment orders drawn on a 
caisse populaire and negotiated by another caisse. populaire. 

The ten (10) regional unions have therefore set up 
regional or central. caisses populaires located in ten important 
pereres of the province to negotiate on a day-to-day basis any 5 
such instruments drawn against a bank or caisse populaire. 

The regional or central caisses populaires render 
“obvious services to affiliated caisses populaires, but they also 
render a great service to the banks by submitting at one time all 
instruments to be cleared. Conversely, the caisses ee. a 
of Montreal and Quebec daily redeem payment orders meee are drawn 
on the caisses populaires and have been negotiated thrbugh a bank. 
a Cheques and payment orders drawn on a 10h pie GF 
populaire are cleared locally. 


a. 


All such instruments are-classified as to category and 


bank involved so as to reduce the workload of banks. On the 
other hand, the banks submit all payment orders in bulk to the 
Provincial Bank of Canada for immediate cash settlement. The 
orders are then debited to the central caisses populaires concerned 
which look after their final distribution to the various caisses 
populaires. 

The following chart shows the volume:of instruments 
reed through the jeai sses populaires and the banks from 
May 1, 1959 to April 30, 1960: 
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Ordres de paiement 


Nombre 


ele cated 


Les caisses populaires locales 


présentés par 


Montant 


2,371,828 $ 393,313,460 


La Banque Canadienne Nationale 2,638,061 316,274,477 
La Banque Provinciale du Canada 1,239,507 222,480,885 
La Banque Royale du Canada 1,140,537 92,963,551 
La Banque de Montréal 1,317,651 118,810,043 
La Banque Toronto-Dominion 414,834 28, 472;772 
La Banque Canadienne de Commerce 586 ,283 49,474,857 
La Banque de Nouvelle-Ecosse 230,202. 21,458,491 
La Ranque Impériale du Canada 75,140 7,808 ,450 
La .Banque Mercantile 5,116 364,723 

La Banque d'Epargne de la Cité 
et du district de Montréal 85,519 11,111,888 
La Banque d'Economie de Québec 78,050 7,265,887 
1,296 155,612 
Totaux: transigé avec banques: 7,812,356 $ 876,641,641 
transigé avec caisses: 2,371,828 393,313,460 
GRANDS TOTAUX: 10,184,184 $1,269,955, 101 

3 


Chéques du gouvernement fédéral: (1) 
Allocations familiales 


2- 
Chéques expédiés 
a 
Nombre Montant 
1,716,698 $ 250,147,390 
1,480,725 215,182,757 
1,173,705 138 , 494,573 
1,002,793 127,789,421 
258 , 660 26,723,527 
332,197 42,538,922 
157 , 389 15,312,854 
57,924 6,450,833 
2,296 496 ,093 
94,203 12,241,535 
188 , 003 19,219,419 


' 
Ee 


6,464,598 $ 854,597,324 


——— 


6,464,593 


$ 854,597,324 


—_— 


1,450,407 $ 30,609,032 


“Pensions de vieillesse 385 , 436 21,584,800 
Autres chéques du gouvernement fédéral: 1,380,158 65,752,631 

TOTAUX: 3,216,001 $ 117,946,463 
23 (1) Numbers and amounts shown in section 3 are not included in 

section 2. 
24 
Regional or central caisses populaires are provided 
25 
with the mechanical devices required for rapidly and efficiently 

26 discharging their duties as clearing-houses. They were the first 
27 to acquire bank proofing equipment. They also have equipment 
28 for micro-filming and endorsing and are fully equipped to ensure 


29 the efficient operation of this department. 


> ne 


Cees: | ~Z yt ven 4 yy Boerses5 . at 4 
 -gakbdqxe soups Sienstag eb santo o. - 
CUA, AORN tsq adtmeediq ows!) o Novenobs a trans est axle 
Jasinow sidmoV ay 


eee 


in 


Ooh S16 ,f0E @ gsa,Te,8 | Neda t 29e1isluqog eoeetso eat 


- cr 08S @. sed a(v,1 THD AVS ere" (90 Beds  sLenofdsy ‘snneibened upase al 
S8l,4IS a@S¥ 08,1 288, 08D, Sse VOe.e&S,f sbans> ub sistonivesd ae 


~BOb dei: Bor ev, Fr f2e2,cee-se ~ © Vee okY J ebenad ub olayou his 
aT, Tei gey,s00,1 ebO 018,884 iS, 36e,f _  Isdainom sb re : 
EST, 38 038 Bas GTT, SYR , 88 DER BID “"" gokiimod-osno1oT + Ree 
<8E2,S2 wer See Yee BTS Ch E8S,822  soxemmod eb onnetbsasd. oupnse al 
8. SIE, ef Cse Vel. - ICR Sah TE“ “ROS Oce’' eezo0a-alleyuon eb supnsg al 
08D 8 Age Ve O&b 803.7 OPL.@0 ss &bansD wb elsitdqmi supnsi si 
0 aen at Beh < BRT NOE mee ate gn elitasoteM supnsg 81 
i P 8359 si eb emgisqi'b eupnsg ign 7 
C,/188. 8k < OR pe eee £17, 71 “eiée,@8 ©" IsS13n0M ob’ Gpolateth ub 
b OLS, eL £00 . 881 788, 2as,T 020, at _ pedauQ ob osyagoate® gupn saa a 
an  ~*Sf8, 884 “oes ir 1. . 
£, VRE PES Ye BCS, S4P,0 [86,180,808 @ BEE,SI8,T “:esupnsd dove Sutensis :xuBOT. 
. bh 
oan __. OBS LEE, SCE BSB, IVE, :eeedtso oeVE Satenkid” ‘ sae 
B.YO8,22a @ SCB,POA,8 101,820, 09S, 4 NBL, DOL OF”  sxuATOT 2axAtD hang 
({) :is1db3t tnomemrevu0g wb eoup$dd 
te OF gg YG ,O08b.1 ; oo), seietifast encktscollA 
eEb . ase seeeliteiv ob ane 
s188 861 O86 ft | :istSb$i taomentevuey ub asgupSio Bos dA 
bh. OO VEL 2 £00, af. £ SXUATOBSicluwog | 
deed. <a SW 6 he its 
- 
3 weds 
hase ean 


1 or mete we 8 ee ee Se ne a Re NR Nt a RR PR te am Re er nema 
‘ ond “ 


nt bobulomk Jom ors £ mofsooe ni nwoife edmvomes bas eredmit (Lf) ~ 
| »& Noitooe, 


bobivoig sis eetisingoq eseeiso Le1tnoo 10 I[snofgofl 
yiiasioitts bas yfbiqe: 101 betivpe1 essiveb [soinsdoom oft ddiw. — 


dexit eft stew yesdT .esevod-gniiselo es esijub rflodd aranaaatti as 


Nethereut & Yeung A. TOOA 


Terente, Ontaric 


SECTION Iil 
THE CAISSES POPULAIRES and MONETARY POLICY 
The Bank of Canada exercises no direct control 
over the caisses populaires. Some people see an 
injustice and a danger in this fact. It is argued that 
a) the caisses populaires er 
with banks and for that reason 
should be subject to the same 
restrictions and controls as 
the banks; 
b) the caisses populaires and other 
financial institutions outside 
the banking system, not being 
subject to the same restrictions 
as the banks, make it difficult to 


effectively control the money 
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supply in the economy. 

The first argument appears well founded. In 
cist: both banks and caisses populaires grant personal 
loans and mortgage loans, At first setts it would seem 
that a substantial part of the over-payments realized by 
the caisses populaires on such operations are to be 
deducted from the profits that might be made by the 
banks if the caisses populaires did not exist, Such 
a cteiu: however, shows very little knowledge of the. 
caisse populaire movement, because the savings aaeaéted 
to the caisses populaires are oncéueay in ice! by the 
very existence of the caisses populaires, and 
particularly: 

a) ‘by the organization of a network 

of local caisses populaires designed to 

reach the small people Sitemap ieae 

covering over 400 municipalities or 

localities in the Province of Quebec, 

where no chartered bank has a branch 

office, 

b) by an extremely active and 

efficient policy of popuiar training 

in thrift, through such institutions 

as the school banks, the young workers! 

banks, radio and television programs, 

etc. 

c) © by a loan policy directed to the 

needs of the economically weak, where 

the moral character of an individual 


is given more weight than his financiah-worth. 
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1 d) by a social philosophy and 
reputation for unselfish motives which 
is essential to create small savings. 
Briefly, savings deposted in the caisses 
| populaires by the common people are quite different from 
bank savings. The two types of savings cannot be 
compared directly, nor can one say that savings 


deposited in the caisses populaires are diverted from th 


2 ee ee ee ee ee ee | 


banks, It would be fairer to say that the caisses 


S 


populaires add to the total value of savings deposits 
and increase the total volume of loans inasmuch as such 
loans depend on the prior existence of savings. The 
creation of such popular savings is, indeed, the main 
contribution of the caisses populaires to the canadian 
economy. The caisses populaires and the banks are not 
competitors. 

It is true that, because they are not subject 
to the regulations, the caisses populaires undermind 

_ ‘the effective control of the money supply? Let us 
look at the facts and see what are the conditions and 
limitations of monetary policy in Canada. 

From a factual point of view, it is necessary 
to analyze the degree of sensitiveness of the credit 
policies of the caisses populaires to monetary 
restrictive policies. To say that the caisses populaires 
are not affected by banking regulations is to utter a 
halif-truth, because while they are not directly governed 
by banking regulations, they cannot escape the policies 
of the Bank of Canada. 


In the table on page > we have shown the 
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monthly progression of savings in the affiliated caisses 
populaires and the net loans granted during the month 
for the period from June 1957 to March 1962. | 

In graph 1, page > we have shown the curve 
of monthly variations for icans and savings. It will 
be seen from this first graph that from September 1959, 
following changes in the Bank of Canada's monetary 
policy, the progression of savings fell dangerously, wit 
a resulting drop in the volume of loans granted during 
the month, In November and December 1959 and in Januar 
and February 1960, the loans granted were even 
negative, i.e. repayments were greater than new loans. 

In view of the vital importance of this rapa 
and in order to provide a better fdduot cert ae we have 
removed the seasonal variations through the use of a 
weighted variable average based on two superimposed 
ers periods. The new curves are shown in 
Graph II, page » With the seasonal variations. 
vansedas it becomes even more cbvious that the caisses 
populaires are strongly influenced by changes in the 
monetary policy of the Bank of Canada. Looking closely 
at Graph II, it is seen that from June 1959 to December 
1959, the progression of savings was lower than net 
ae loans and that the two curves dropped shecois: 
showing clearly that in a period of tight money, savings 
are affected in the caisses populaires as elsewhere, 
and that this will fatally have an impact on loans. 

Perhaps there will be some surprise in finding 
that in the year 1959, the drop in net loans did not 


vary immediately with the progression of savings but was 
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1 delayed a month or two. This delay is partly dapuaiiwa 
by the loans approved by the credit committees of the 
caisses populaires prior to the money restrictions and 
concerning which the decision was known to the © 
Weretaed thus constituting an obligation to loan, 

The delayed reaction may also be ascribed in some 
measure to the purely economic fact, quite apart from 


any policy of the caisses populaires, that consumer 


AE Rien BE TB. EER. De 2 


needs (personal loans) and housing needs (mortgage loans 


are more stabie in the economic cycle than industrial 


[et 
Ll 


and commercial demand, and cannect as easily be 


pee 
&? 


restricted, in this regard, it may even be argued that 
if a system of popular credit were too sensitive to 
overall monetary policy, it would not take account of 
the relatively rigid nature of popular demand and would - 
force such demand to suffer from the Lupast of a 
restrictive monetary policy, an obviously undesirable 
social result. 

It is in order at this point to recali the 
opinion of the governor of the Bank of Canada in his 
annual report to the Minister of Finance for the year 
197: "It would, I think, be desirable that whenever 
the Banus find it necessary to allocate their resources 
in the face of excessive total demand, they should limit . 
the rationing process to the fieid of large loans, and 
Should make it clear that this was the gages" He went 
on to says "The experience of the past: 2 or 3 years 
suggests that much misunderstanding and difficulty 


would be avoided in future if it could be made clear 


that changing economical and financial conditions did not 
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affect the banks' willingness and ability to accomodate 
credit-worthy small borrowers," The report clearly 
shows the existence of Heneunaeehtuaaing and difficulty" 
resulting from credit restrictions on small ioans, 

Gaisses eee are alixnays most Rahacaetionaae 
to the small borrower, but in periods of tight money, 
they are forced tocurtail loans to protect their cash 
position. It.is in trying to eee gre a eash. 
position that the caisses poruinites are 2 sacle 
influenced by the policy of the Bank ef Canada, usually 
without even beirg aware of it. Sco long as the 
caisses populaires maintain their liquidity atendafas? 
they will be influenced by monetary polei es. 

In terms of controlling the money supp199 
there is little danger that 2 type of credit whose 
volume is related to the volume of pope labs wavanes | 
could preduce sudden and massive increases — might 


neutralize the effect of a eG a bank ereait, 


etmcaebd wi 
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19 [Th that respeet, Cganeetcatt teinetaey” petey” ‘So nore =F 
vulnerable to international short-term capital 
movements, . In the yeaws 1958 - 1959, the finance 
companies, despite monetary restrictions, found an easy © 
source of supply in speculative capital, mainly from 
American sources, 

The dake period bhowed that it is not easy 
to control the money supply in a country located near 
Such a. wealthy lender. A substantial part of the 


massive influx of American capital into Canada at the 


time was due, in fact, to the demand from provincial 


30] and municipal governments and from institutions that 
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could no Pace find the funds they needed rA'the 
Canadian banking system, The alternative of borrowing 
in the United States, where relatively low rates of 
interest are payeaeda: renders the dream of absolute 
monetary control quite unrealistic. The idea is even 
dangerous when it Peace as happened quite recently, | 
in raising the value of the Canadian dollar in the midst 
of a recession. The fact that Canada is extremely 
dependent on outside markets places a serious limitation 
on restrictive monetary policies, as it does on the 
stimulation of consumer spending through tax reduction. 
All of which means that Canada is nob the master of its 
real and Wnetary position. For Canada, a full- 
employment policy can be little else than a long-term 
policy. consisting essentially in developing its foreign 
markets and promoting the best possible adjus tment of 
its production structure in relation to the demand 
originating in the most active centres of international 
growth, Viewed in this light, an attempt to control 
popular credit through the Bank of Canada would, in its 


effects, be completely unrealistic. 
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PRETS NETS ET PROGRESSION DE L'EPARGNE DANS LES CAISSES POPULAIRES AFFILIEES 


PRETS. - PROGRESSION 


1962 


4,724,989 


10,551, 060 


ANNEES NETS DE _L' EPARGNE ~MOYENNE MOBILE PONDEREE 

PRETS PROGRESSION 

1957 $ 1,967,117 $ 1,806,093 NETS DE L'EPARGNE 

1957 2,237,129 4,920,596 rguamirae i, 
1957 2,111,051 4,586,416 $ 2,095,718 $ 4,363,734 
1957 2,387,355 4,431,031 1,872,927 4,229,625 
1957 1,312,229 5,005,015. 1,247,033 3,661,400 
1957 610,590 670,074 611,666 3,373,175 
1958 820 ,327CR 3,148,937 264,414 4,412,469 
1958 302,070 7,609,418 685 , 937 5,949,945 
1958 1,703,162 8,701,418 1,644,744 7,460,207 
4 1958 2,890,971 6,350, 469 2,733,192 7,974,686 
| § 1958 4,127,615 9,968 , 902 3,702,536 7,524,567 
ad 1958 4,411,796 7,770,717 4,142,680 6,558,167 
4 1958 4,630,687 870,608 4,321,766 5, 458 ,539 
| 1958 3,640,765 7,681,869 4,219,105 5,436,909 
‘9 1958 4,770,901 5,640,958 4,138,931 5,544,933 
10 1958 3,834,684 5,542,725 3,748,345 4,925,637 
ll 1958 3,356,092 5,661,733 3,069,542 3,813 ,581 
2 1958 2,336,305 2,044,685CR 2,322,001 3,187,663 
P 1959 624,723 4,699,994 1,862,765 4,204,898 
3 1959 2,092,783 8,556,850 2,253,140 5,603,095 
c- 1959 2,676,453 5,094,033 3,164,987 6,818,299 
E. 1959 5,061,259 7,213,930 4,456,388 729,333 
5 1959 5,522,724 9,841,030 5,285,689 6,556,096 
aS 1959 6,432,582 5,553,206 5,592,469 5,459,435 
7 1959 5,338 ,894 1,146,530CR 5,294,190 3,773, 138 
8 1959 4,249,986 7,872,373 4,638,873 3,044,385 
: 1959 4,743,168 705,650 3,614,004 1,847,475 
10 1959 2,403,200 889 ,093CR 2,093,031 234,735 

i§ 1959 348 ,730CR 1,690,298 377 , 837 1,001,918CR 

(12 1959 1,411,181CR 7,834,375CR 964, 383CR 940, 056CR 
1960 2,280,476CR 2 153,122 1,463,565CR 1,436,403 
2 1960 1,590,692CR 7,194,874 1,112, 105CR 3,750,757 
"3 1960 21,817 4,356,965. 252,525CR 5,554,042 
4 1960 691,628 5 ,836 , 398 683,854 5,709,446 
4 1960 1,740, 424 8,099,823 1,419,326 4,952,399 
z 1960 2,146,020 1, 767, 37% 1,532,002 4,100,838 
a 1960 1,855,549 707 ,622 2,093,927 3,747,626 
: 1960 2,166,337 8,154,144 2,276,386 5,132,174 
- 1960 2,913,460 3,662,920 2,405,292 5,394,043 
lo 1969 2,304,281 11,218,682 2,294,669- 5,618,963 
z 1960 2,110,365 2,604, 356 1,866,630. 3,495,652 
12 1960 1,525,142 3,774,073CR 1,288,443 2,732,340 
| a LI61 103,729CR 5,095,663 JIT, 292 4,002,478 
32 1961 703,012 9,294,562 1,452,310 6,344,233 
. 1961 2,720,146 7, 0.9, 985 2,663,681 8,124,259 
Foy 1961 4,208,281 3,617,1)4 451272197 & , 902,188 
ae 1961 6,138,837 1U, 923,208 5,169,456 8,805,371 
1961 6,098 , 956 8,935,168 5,536,812 7 738, 445 
1961 4,773,981 4,266,012 5,440,444 6,579,574 
1961 5,500,528 3,830,175 5,296,621 6,842, 023 
1961 5,304,249 y, 958,243 5,159,528 7,402,739 
1961 4,930,595 12,704, 0u4 4,891,574 3,710, 167 
1961 4,386,783 584, 44G6CR 4,227,428 4,036,552 
1961 3,349,791 293,277CR 3,312,926 3,185,358 
1962 1,521,483 3,315,314 2,768 , 386 4,678,953 

1962 2,019,838 11,397,314 
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Thursday, July 19, 1962. 


--- At 9.15 A.M. the hearing resumed. 


SUBMISSION OF 
WOODLIEF THOMAS, ADVISER TO THE 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


WASHINGTON. D.C. ,.U.S.A. 


Sli Mien Eel ee ed 


THE CHAIRMAN: TI will now call the meeting 
to order. 

This morning we have a submission from 
Mr. Woodlief Thomas, Adviser to the Board of Governors 
of the Federal Reserve System, “aercliamel they We are 
very grateful, indeed, to you ‘, cae for coming 
to Canada and for preparing a most illuminating brief. 
We have all read it with the greatest of interest and 
I am sure a. members of ihe Commission, or most of 
them, pave questions ae would like to ask you and 
might discuss certain problems ah ae may arise in 
the course of the questions. 

It is a very great honour to have you present 
today in view of your distinguished career as an adviser 
to the Board of Governors of the Federal Reserve System. 
We welcome you most cordially et tear forward to the 
discussion with the greatest of interest. 

MR. THOMAS: Thank you, Mr. Chairman. It 
is a great anes for ae to be here. I have always 


had great admiration for this country and particularly 


for its financial institutions and the people who are 
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connected with them. I may say that in my brief and 

in any comment§ that I shall make I shall endeavour 

to present as nearly as possible what might be con- 
sidered to be the views of the Federal Reserve Board 

or the Federal Reserve System, but as in any organizatio 
Such as the Federal Reserve System where decisions 

are made by a great many people, it is not always 
possible to say what is the prevailing view. Also, 

the situation changes from time to time and policies 

and views which were adopted for one situation might 
need to be varied for reasons which are not always 
obvious, but I think the underlying principles will last 

There will be times when I will present 
what might be called a personal view which grcws out 
of my own experience that may not necessarily represent 
the prevailing views of the Federal Reserve and I 
Shall endeavour to indicate when those views are per- 
sonal as much as possible. 

Now, I have no furvher prepared statement 
than what I have submitted and I am open to questions. 
I have limited my submission mostly to the question 
of the operation of the central bank, the operation 
of the Federal Reserve System. I have not gone 
much into questions of banking supervision, bank 
regulations, chartering and various other questions 
on banking or questions of other banking institutions 
except in so far as they impinge upon the monetary 
System. But I am more or less familiar with those 
institutions and would be glad to endeavour to present 


any views that I can on other aspects if the Commissioner 
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wish to have them, 

THE CHAIRMAN: Thank you, Mr. Thomas. 

COMMISSIONER LEMAN: Mr. Thomas, it is a 
privilege to me to have an opportunity to do what is 
colloquially called "pick your brains” a bit. I would 
like to ask you first a very broad question which 
arises from your comments particularly on pages 20 and 
21 of your memorandum regarding the broad objectives 
of the monetary policy. You point out in paragraph 52 
these broad objectives which you list as being four 
main ones -- sustained economic growth and development, 
reasonable price stability by avoiding inflation or 
deflation, protection of the value of the country's 
currency and at the same time maintaining the operation 
of free markets in a free enterprise system. 

You point out these are broad economic 
objectives and not specifically only monetary policy 
objectives. You do point out, however, a Little 
later in paragraph 54 that you wish to emphasize that 
these various goals need not be viewed as conflicting 
alternatives. Tt does seem to me, however, in reading 
your memorandum in other places that you do visualize 
that there might appear conflicts among these objectives 
Would you say that in general these are only of a 
temporary nature or might they also be conflicting over 
a fairly long run? 

MR. THOMAS: My view is that the conflicts 
are more apparent than real and of short term, that 


you have a long sustained growth in economy and develop- 
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ment and you need reasonable stability of the price 
level in general and you need free markets and free 
movement of prices, of course. Those are things 

that cannot necessarily be assured by monetary policy. 
Any attempt to solve problems that are not monetary 

or financial in nature by money measures are more 

likely to result in difficulties than in solutions. 

I think many countries of the world today are suffering 
from attempts to correct situations through monetary 
means or fiscal means that are really of a structural 
nature caused by difficulties in obtaining adequate 
productivity and adjusting prices of individual products 
and services to bring out the best demand from the 
public and attempts to solve them by creating additional 
liquidity have not had as much success as it was 
Supposed to have. 

IT have an idea that many countries with 
balances of payment difficulties -- and I would ieasieckes 
the United States in that -- have found that they 
cannot solve their own problems by just creating money. 
You get to a point where the creation of acditional 
money means that the money will go out of the country 
to other places and problems have to be solved by other 
sorts of adjustments. I. do-not «think «there :is 
necessarily a conflict between, say, full employment 
and stopping inflation, for example, as some people 
like to say. 

THE CHAIRMAN: Mr. Thomas, the acoustics 
in this room are bot too good, and if you would not 


mind raising your voice a little bit -- 
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MR. THOMAS: I will do the best I can. 
THE CHAIRMAN: We can hear very well but 


there are a number of people in the audience in addition 
to the Commission who are very interested in what you 
have to say. 

MR. THOMAS: As I told you once, my wife's 
definition of economists is a bunch of gloony guys 
who get together and mumble. We have that proclivity. 

COMMISSIONER LEMAN: I wonder if we could 
close in a little bit on this business of possible 
conflicts. The first one you mention is sustained 
erowth and development. Would you say that one could 
ascribe some priorities to these objectives? 

MR. THOMAS: I view the monetary policy 
as really having ap ae limited specific goals. 
The task of monetary policy when tt gets down to it, 
the central bank or monetary system, is to assure 
that the economy has enough money to serve the BY, 00s es 
of these broad goals and that is only one of the 
essentials for attaining these goals and it is a 
relatively narrow one, and money has to be defined 
fairly narrowly. It is the cash balances that people 
want to hold in banks or incurrency. That is what 
it really gets down to and the task of monetary policy, 
of the central bank operation, is to try to figure out 
what is the appropriate amount of money that is needed 
at any one time. 


Now, it is not an easy task. Tt 18 a task 


that involves very difficult judgments and it involves 
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a great deal of information and the amounts vary from 
time to time for different reasons. But most of the 
people who criticize monetary policy either expect it 

to do a great deal more than it should be expected to 
do, or want it to do a great deal more than it can 

be relied upon to do, and there are dangers in attemptin 
to accomplish pices monetary policy more than it 

can perform. 

You can create money for particular purposes 
and extend credit for particular purposes, but the real 
long run effect of that is not going to be the immediate 
purpose for which the money was originally used; “Tt is 
going to be ihe uses that are made of the money after 
it gets into neople's hands and if people get more cash 
than they want to hold, they are going to spend it for 
a variety of ourposes over which the monetary authorities 
have no control. If they have less than they want to 
held, they are going to start saving and holed back on 
Spending. Under those conditions money is needed. 

So that I think we have to view the task of the central 
bank in this limited field and notina broad a field as 
many people do. I am not saying that it cannot have 
very broad effect. It can have quite large effect 

but the question is whether it should have and whether 
those effects can be controlled once they start expressing 
themselves. 

COMMISSTONER LEMAN: Would you be inclined 
to give these factors perhaps more of a negative value 
than a constructive value? For instance, monetary 


policy in the area of holding the economy in a state of 
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sustained growth and development, could monetary policie 


2 do much in that field or is it more effective in the 


3 field of the other objectives you have mentioned such 

4 as prevention of inflation? 

5 MR. THOMAS: Well, to have sustained growth 
6 and development it is absolutely essential that there 

7 be an appropriate amount of money. The question of what 
8 


is the appropriate amount of money is a question of 
9 judgment. That is why we have an elaborate process 


10 of decision-making by the monetary authorities. That 


11 is a decision they are faced with every day because 

12 we in Federal Reserve engage in hundreds of millions 

13 of dollars of operations every day, sometimes buying 

14 $1 billion of government bonds within a week or a day; 
15 or adda to our holdings by that amount, or maybe buy 

16 and sell more. Those are day to day operations to 

17 take care of the fluctuating money needs of the economy. 
18 They are not necessarily broad policy objectives, I mean 
19 not necessarily designed to accomplish the broad 


20 policy objectives except that they make it possible 

al to have day to day short term movements in the money 

22| market without interfering with the broad policy objectiyes. 
23 COMMISSIONER LEMAN: I wonder if any of the 


other Commissioners want to argue about this point any 


further. 

COMMISSIONER MACKINTOSH: would you say; 
Mr. Thomas -- if I can just interject one question in 
relation to the growth -- the appropriate amount of 


money is that which anticipated the growth or simply 


adjusted itself to the growth that has taken place? 
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MR.THOMAS : I think you have to doa little 
of “bach. The adjustment can be very quick in a properly 
functioning monetary system but it has to be somewhat 
anticipatory. In the Federal Reserve we have always 
endeavoured to avoid adopting any single formula as to 
a rate of growth in money because we have found that the 
amount of money the public needs or wants varies quite 
a lot from time to bias ORace changing conditions. 

It is affected by attitudes, expectations, the general 
State of the economy and sometimes you need more, 
sometimes you need less, relative to the volume of 
economic activity as it is going on, or the rate of 
growth that might be desired. 

COMMISSIONER LEMAN: You told us, Mr. Thomas 
that one of the problems stemmed from the fact that 
people expect monetary policy to achieve too much 
towards these objectives and therefore those authorities 
who are in charge of operating and formulating oneeere 
policy have to convince themselves from utter time 
that there are conditions in the country which hamper 
their ability to achieve the objectives through what 
they can do. Is it therefore their duty at that time 
to point this out and explain what in their view, are 
the conditions which are basic and prevent the possibility 


of using monetary policy in a useful way? 
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That is a very difficult situation for the 
central bank to be in. At times he has to do it, of 
course, for alibi purposes, if for no other reason, 
in order to explain why he cannot do the job that is 
expected of him. He has to indicate what he considers 
to be the real causes of failure of the economy to 
perform as it should. To a certain extent that,,,of 
course, has to be done, and sometimes it can cause 
troubles. 

COMMISSIONER BROWN: I wonder .if I might ask 
a question here, Mr. Thomas? We all talk about 
inflation and deflation and the desire to avoid these. 
I think we all feel we know when we have inflation and 
when we have deflation, but is there any empirical 
measure as to what constitutes inflation in your 
opinion, or what is acceptable inflationary pressure 
or deflationary pressure? 

MR. THOMAS: It is not as simple as words 
would imply. Basically and fundamentally, of course, 
inflation is reflected in a persistent increase in 
prices of commodities, but there are situations where 
one might have what is really from the standpoint 
of its effect in inflationary development which may 
not be reflected in increasing prices. Let us take, 
for example, the situation where there is a great 
increase in productivity in ‘he eed and the 
effects of productivity are not reflected in a decrease 
in prices. The benefits are not passed along to the 
consumer in purchases but are held back either in 


profits or wasteful expenditures, or maybe in higher 
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wages to a particular group. That sort of situation 
can have a lot of the element of inflation. I think 
we had something like that in the late 1920's. Prices 
were not rising, at least commodity prices were not 
rising but we had an increase in corporate profits 

and a tremendous stock market speculation based on 
credit, which was not, by ordinary definitions of 
inflation, an inflationary situation, but it had 

a lot of the characteristics of inflation and ended 

in a complete collapse which lasted an awful long time 
because of the unsound credit structures that were 
built up during that period on the basis of anticipation 
that could not be realized. 

Generally speaking the measure of inflation 
is a rise in prices of goods and services. 

COMMISSIONER GIBSON: There is a very widely 
held view that we are living in a world where there is 
more of a bias toward inflation than there used to be 
because of changes in the society. Most western 
countries have as their prime objective placed more 
emphasis on full employment and growth, and in this 
kind of a world inflation is the more likely phenomenon 
than it was, let us say, in at least part of the 19th 
century. You said earlier that there were many 
examples of countries that were trying to make monetary 
policy do too much to offset situations which were not 
really amenable to correction by monetary measures. 

The question I should like to ask is, do you agree 
with this view? First, perhaps you should comment 


in regard to how much of an inflationary environment we 
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should have, and if this is a sensible view, how can 
monetary managers avoid finding themselves in the 
position where they are frequently attempting to offset 
developments and pressures in other directions which 
they may not be able to fully or effectively offset, 
but they still feel they ought to do what they can do 
to cope with it? 

MR. THOMAS: This is a personal view and 
not the view of the Federal Reserve. 

My view is more like that of a very optimistic 
nation, that the world is not faced with a fundamental 
inflationary situation. We have destroyed the productivity 
of the world which was produced by the war, and which 
filled a great many shortages. 

The world in general is in a situation where 
costs can be lowered and are being lowered, and it 
may not even be possible to create inflation in this 
situation. No one country can create inflation or 
even provide its own nation with a stimulus if its 
cost structure and price structure is out of line 
with the rest of the world. No one country today 
can determine its own interest rate level. We have had 
a situation in the past two years where, in the United 
States, we have had to refrain from letting interest 
rates fall. You notice that I said, "letting interest 
rates fall". We do not put them down, we refrain 
from letting them decline. This might. be appropriate. 
The Germans have actually found it necessary to either 
lower their rates or let them decline when they would 
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boom. The British have varied, from time to time, 
because when they try to siatiatoellis atiacdiion cs that is 
out of line with the money markets of the world they 
find that either they lose funds, or funds come in 

in larger amounts than they want. So, I think it is 
going to be exceedingly difficult to create inflation. 
We can use inflationary measures but they will create 
balance of payments problems unless the whole world 
decides to use the same measures and at the same time. 
I think we are in a situation where we have got to 
look at the adjustments of individual prices, and 
depend upon the adjustment of individual prices and 
costs in order to maintain a properly functioning 
economy rather than to use such stimulating measures 
as credit and fiscal policies. 

Now, it follows from that view also that we 
may not need restrictive policies. It does not mean 
we have to have a restrictive monetary policy. It 
means that a restrictive monetary policy may no longer 
be as necessary as it was during the post-war period 
when the world was building up its capacity and we 
required a large volume of savings to build up that 
capacity. So I think we are in the situation, in 
a sense, of better balance, but in one which will 
be much more difficult to maintain through governmental 
action. 

COMMISSIONER GIBSON: Well, to narrow the 
question down to a smaller field, what alternatives 
do central banks have in countries where there are 


inflationary pressures or policies being carried out 
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than to attack to some extent, these pressures to offset 
them? Is this a good approach? You said there are 

lots of examples of central banks trying to cope with 
situations which are not really correctable or 

amenable to monetary policy. Can they do much less 
under the circumstances? If you have these pressures 

in the economy, what do they do? 

MR. THOMAS: Some of them have done other 
things. Italy and Germany, and today France; those 
countries in the end come out better than those which 
have endeavoured to solve the problems by monetary 
creation or budget deficits. 

COMMISSIONER GIBSON: Or monetary restrictions? 

MR. THOMAS: Yes, or monetary restrictions. 
Italy and Germany maintained monetary restrictions 
during the period of expansion and they are able now 
to relax somewhat. Whereas, some other countries which 
did not maintain restrictions keep finding themselves 
in difficulties with balance of payments problems and 
so on. 

I do not know that it is a question of 
alternatives any more. It is retlected very quickly 
in the value of the currency and in the balance otf payments, 
and you are soon taceda with a question oi fundamental 
adjustment trying to solve problems by re-valuation 
downward or upward in some cases of the currecny, 
because the adjustments were not made in the individual 
situations as they should have been. 

COMMISSIONER GIBSON: What you are saying 


is that if you have got a particular problem, being out 
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of adjustment with the rest of the world in your own 
economy which creates an excessive demand on your 
resources you must have a broad attack on that problem, 
not just a monetary attack. Supposing a broad attack 
is not made in respect of the whole problem, what do 
the monetary authorities do in these circumstances? 
Ts a restrictive policy proper if there is not a fiscal 
policy that goes along with it? 

MR, THOMAS: Well, I get back to what I 
said earlier, that the task of the monetary authority 
in any of these circumstances is to try to figure out 
what is the appropriate volume of money to maintain 
the economy wait cbhe resources it has, but not try to 
vary it when you find that money is leaving the 
country either because the interest rates are ta low 
or because prices ‘ive too high relative to those 
abroad. This is a pretty definite sign that the 
monetary means are not the answer, particularly in 
a situation such as we have in the United States where 
we have a slackening economy. We would like to 
stimulate it. IT think our administrators recognize 
pretty clearly that there are limits as to how much 
stimulation you can give to the economy without 
suffering from a balance of payments problem. 

COMMISSIONER LEMAN: Are the symptoms quite 
recognizable when the problems that have to be solved 
are basic, but are not amenable to monetary policy 
solutions? Does it become quite clear? Can someone 
stand up and prove to the people where the problem 
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MR. THOMAS: No, and of course that is 
the difficulty. You can never get any group of economists 
in a room together to agree on what really are the 
causes of a situation, and we have that same problem 
with government officials. It is a far more 
complicated problem than just building statistical 
models and saying: This is what we would like to 
have. The question is, how can those things be 
attained and it is not, to answer Mr. Gibson a little 
more fully,all just a matter of what you can do about 
it. Sometimes you just do not do anything about it 
and you have to leave it to the market forces to work 
this out and suffer the consequences. I think in the 
end the consequences may be much less than if you 
attempt to solve them by governmental measures which 
interfere with the operation of the adjustments which 
are essential. 

COMMISSIONER LEMAN: You said a minute ago 
that one of the basic problems was to keep in the 
economy the proper amount of money needed for the 
smooth functioning of that economy. Is it not possible 
to say that this very narrow objective of maintaining 
the proper amount of money in the economy has been 
set aside? 

MR. THOMAS: Well, we have lots of figures 
and we use them and analyze the past and project them 
-S$o as to determine policies for the present and 
future. We do endeavour to show by the figures what 
has been accomplished and what might be accomplished, 
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figures. 

COMMISSIONER LEMAN: Can you tell us perhaps 
what are the sort of questions that monetary authorities 
would ask themselves in trying to arrive at this 
answer? 

MR. THOMAS: Well, let us take a meeting 
of our Federal Open Marketing Committee, which I think 
is one of the most impressive examples of the 
processes of decision making that at least I have 
ever been able to experience or see. This group meets 
once every three weeks, approximately. There are 
seven members on the board; there are five Reserve 
Bank presidents who are members of the Committee, and 
the meetings are generally or nearly always attended 
by all the other Reserve Bank presidents. There are 
19 people sitting around the table discussing the 
situation. Before they come to that meeting they 
have had memoranda prepared by the board staff in 
respect of the economic situation and current 
developments. They have had reports from the manager 
of the Federal Open Marketing Account in New York 
which operates the government security market, in 
order to see what is going on there. In fact, they 
have had daily reports as to what goes on in that 


market and what has been done about it. 
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Each Reserve bank president before he comes 
there meets with his own staff and discusses the 
Situation and they pedencths point of view as to what 
may be going on, and the Committee meets and it has 
a report from its manager as to the market situation. 
Two economists of the Committee -- and I was an economis 
to the Committee, I was one of them as one will present 
about a ten minute analysis of the principles of our 
business deve lopment and economic factors, and these 
are not simply just factual, they are analytical and 
may end with a point of view and even at times a 
recommendation for policy, and the other will present 
an analysis of the financial developments. Now, 
those are quite independents; the chairman or no member 
of the Board tells us what to say in our own presentatio 
It is supposed to be an objective economic analysis. 

Then, each member of the Committee, each 
person there, each member of the Board and each Reserve 
bank president then presents his statement, and they 
Sometimes talk about the conditions in the different 
federal reserve districts, but generally they impart 
any important developments in their districts and end 
up with a statement of a view as to what they think the 
Situation calls for and what the monetary policy is. 

In the evidence the Chairman of the Board 
attempts to represent his view or gives what he thinks 
is the concensus that may develop in the presentation. 

If there is any disagreement with that 
concensus, the individual members of the Committee may 


express it. In this process frequently one will find 
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1 a change in view developing as you go around the table, 
2 but more often -- because most of their statements 


3 have been prepared before they get there -- the Saaz 
4 may come three weeks later, but if there is clear 

2 evidence of an urgent situation a viewpoint can be 

6 changed quite qatenry in that process. 

7 Now, aS a result one comes out with a con- 


8 census and even where there are differences of view, 


9 there is better understanding all around of the differen 


10] areas of view that have been expressed. Individual 
11 members may present different points of view. 
12 The result of all this becomes public knowledge 


13 at the end of the year; the Board has to publish a 


14 record of policy actions by the Open Market Committee 


15 and give the reasons for decisions reached, and any 
16 member who votes against the decision that was reached 
17 is entitled to and is expected to give the reasons 


18 why he voted otherwise. Now, those public records 

19 are the net result of the deliberations; in this processof 
20 going around and each member talking, a concensus 

21 is generally reached rather quickly. 

22 COMMISSIONER LEMAN: I think you described 
23 for us how difficult it is to arrive at the answer and 
what processes people use to try and get some > 

kind of unanimity, et cetera, but the point of my 
question was rather this; in trying to arrive at this 
answer of how much money you need in the economy under 
certain circumstances, do you have to look at thousands 
of factors ou are there, say, three or four very 


important basic factors to look at to try to arrive at 
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a conclusion? 

MR. THOMAS: Well, I was leading up really 
to answer your ‘ee parle what avenihe factors that are 
of concern to those people in reaching these decisions. 
They view what is going on in production and employment, 
in the various aspects of production and cantevasets 
and also sales and inventories and any information 
that may be available, the whole of the investments, 
all the usual business statistics that are available 
and also some information which we get that is not 
statistical. I mean the contacts of the Reserve bank 
presidents, Reserve bank people, the business man in 
that community, they pick up a lot of straws in the 
Wind which may or may not be indicative, but they 
are thrown into the picture and when they get down 
to an ultimate decision as to what should be done, 
the decision is based upon what amount of reserves 
they need to be supplied to the banking system in 
order to meet what is considered to be the necessary 
monetary requirements, so we do have the measures of 
the money supply and we have measures of what the 
money supply has been in the past with protection and 
as to what we think is an appropriate level under the 
circumstances that are prevailing and which are con- 
verted here into what would be the volume of reserves 
that are needed to support that level, given the usual 
seasonal variations, or variations that may be due to 
Some temporary factors such as a treasury financing 
operation, or something of that sort, and the Committee 


has before it some rather specific statistics on what 
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might be proper in the near future. 

Now, these projections do not always turn 
out Be Maro to what actually happens; they are not 
presented as forecasts, they are presented as a sort 
of guide or goal towards which the Committee might 
operate in this short period of time. 

Sometimes we present them for longer periods 
but just as a rough indication of where: we think 
the economy ought to be going in order to reach the 
goals that are desirable. 

We have great masses of figures; we have 
an analysis of the flows of funds KM nourtout the economy 
how much is borrowed by different sectors in the economy 
and how much is lent by different sectors, and there 
is planning as to where the money is going to and coming 
from, and they even project all these details into the 
future from time to time. 

COMMISSIONER LEMAN: Might we aay, ME: Thomas Re 
therefore it is not a question necessarily ate of the 
amount of money in the economy -- as you define "money "= + bt 
also the question of how this stack of money is used 
at the time and is being used by the people? 

MR. THOMAS: That is right; how it is being 
used or is likely to be used is taken into consideration 
though, as one of the indicators of how much you need 
to provide. 

| There are conditions when you need to provide 
more because the money is not being used relative to 


the level of economic activity, and there are other time 
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when you need to provide less, and also it gets back 
to how the money is provided. 

Under our system oa as we bring out in 
the submission -- the Federal Reserve control over 
the amount of money is not precise or exact because 
of the possibility that there are thousands of banks -- 
some banks may have reserves and not use them, they 
may have excess reserves and hold them as excess 
because they choose not to use them; other banks may 
be short of reserves and will choose to borrow reserves 
from the Federal Reserve. 

Now, that creates additional money which 
makes it unnecessary for the system to supply reserves 
through open market operations. On the other hand, 
when banks borrow they are under restraint, so that 
at times the result of borrowing would be to exert a 

strain on expansion, and that restraint might be 
desirable under some conditions and it might not be 
desirable, so the system has to make up its mind whether 
you are going to relieve banks of the need to borrow 
in order to obtain reserves that they want, or whether 
you are going to make it necessary for them to con- 
tinue to borrow and even to borrow more -- if they 
want more -- than seems to be appropriate at the time. 
So, these again are some of the questions of judgment, 
but we do give them rather specific figures that they 
can use as guides, rough guides to what they should do 
in any particular week or day. 

Every morning at eleven o'clock the manager 


of the open market account in New York calls somebody 
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at the Board -- I used to take that call -- and they 
report on what the situation is in the money market, 

in the government securities market, and they have 
projected four weeks in advance by days what we consider 
the amount of reserves in the amount of open market 
operations will be necessary to maintain a given volume 
of reserves for that period, and they change every day 
because different factors come in but they are quite 
definite measures that we use as guides from day to 
day and week to week and month to month and year to 
year. 

COMMISSIONER LEMAN: So now we have three 
factors; it is the amount of money, who holds the money 
and, stemming from who holds it, how is it being used? 
You have three variables here that make this process 
possible. 

MR. THOMAS: Yes, but from the standpoint 
of the bank the thing that we can control is the amount 
of money, and you have to take into consideration the 
variations and these other factors in deciding what is 
an appropriate amount of money under the circumstances. 

Take ie year 1959; it is a very important 
example in history of monetary theory, I think. In 
the year 1959 we had a booming economy and a definite 
limit as to how far the economy could expand, because 
we had a steel strike which limited the capacity to 
expand. We also had a tremendous private demand for 
credit, a record-breaking private demand for credit, 


and tremendous budget deficits -- probably the biggest 
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budget deficits we had ever had in a peacetime year = 
coming along with a strong private demand for credit 
and a booming economy. 

Now, these credit demands were met. 
$60 billion was the total credit demands in that period 
and they were met, but they were met with practically 
no expansion in the money supply, with very little 
expansion in bank credit -- and that was met by time 
and. savings deposit expansion; the money came out of 
the savings of the public. Now, it took some fairly 
high interest rates to draw it out, but it came. 

I think this example shows that one can 
finance a budget dividend with a high level of private 
activity if you follow the appropriate monetary policy, 
and that the existing rates function. 

Now, they did the job and we maintained 
as high a level of activity as could be maintained in 
that year without an expansion of bank credit and 
inflationary consequences. 

Now, the years 1960 and 1961 presented 
a different situation; for various reasons there was 
a slackening in the economy and money was freely 
available and credit reserves were available, banking 
credit expanded but the private demands for credit 
were less -- at least in 1960 -- and interest rates 
went down; the money was there and was made freely 
available. 

COMMISSIONER GIBSON: I would like to ask 
you a couple of questions on the limits and scope of 


monetary action. On pages 32 and 33 there is quite 
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a long quotation from the report of the Board of 
Governors to the Commission on Money and Credit, 
and at the end of the first paragraph on page 33 you 
make the statement that, at least, the submission 
to the Commission makes the statement: 
"At times structural imbalances 
develop that cannot be corrected by 
general public policies.” 
I presume they mean any general public policies. Would 
you care to talk about this structural imbalance 
and the sort of thing which really is right in the 
range of monetary policy? 

MR. THOMAS: Well, I tRink the striking 
example, of course, in the present situation is the 
question of what is a proper wage level. We have 
had a situation for years where wages have steadily 
increased in certain areas and which have probably 
created some distortion in our income distribution 
and have prevented price adjustments that were 


essential to maintain the demand for certain products. 


a. ao 


1 1 


=: 7 yo! D> tworedisKG | qpeiimgaat IP 

iw ak a a? 2 en y a ‘oy 

or soti® tos SS 
po Wee oe ane ’ 7 


te 5 bx208, ott 40 droge odd oe sorsetoup anol 
__aStbend baa eNO aeRO of 9. MOEATRR. | a 
voy S€ Sasa no riqatgerag Yent? afd to bao od ds bus Jf 
noleeimive ord .dased ts tet) dnomodade ons ool Bit 
ieRenetsie erid BON Smt sotee tauno9 odd od 
| eeorsiedmt Isuudoutte aomty, ta" 

ue potosri09 od tonniso Jett gqoleveb_ 

",aetollog otiduq Isrensa | 
blyow .eetotiog otldua isisnes Wis nsem Yors omuzetq It 
eonsisdmt [sqmidourde eldd  suods aist oF siso voy 
ond Ai ddgia at vilser dotdw snids to tdroe offs bas 
Gyotflog yrstenom ‘to gms 

| antitade efit ated I tlew, sGAMORT AM 
end at notdavdte Jnekexq end at .oativos to .ofqmsxo BM 
eved oW .fevel egzew tegetq s al dsiw to solvasup él 
yitbseta svad esasw o1)edw ersey tot aottsusits 6 bed jot 
wldsdorg evant dotdw bas asers atedteo at beasetont VE 
no kdudtrtete emoont suo at soldxogatbh emoe betseto 4 Sf 


etew dad¢ etmemdeutbs estrq betmeverq evad bas [el 


.etovborg atadres tot baameb eit misdatem of Isidneres os 
rs 
ss 

; gS 


a - — a : “a 
tet ' ae A 7 ; f ie P be Naas 


Nethercut &é Young = 3745 > 


Trento, Ontario 


Another example would be what the automobile 
industry did in 1957-1958 when the Americans had 
automobiles which they did not want and they suffered 
the consequences. The plan in the reduction of 
automobiles and the unemployment that developed in 
Detroit at that time could not have been solved by 
stimulating housing in Detroit, for example. They 
had houses available; home building. 

The other examples are in the international 
field, that Western Europe has a definitely lower 
wage level than our level. It was not too important 
in the world markets until the Europeans had built 
up their productivity -- their output -- up to the 
point where they were meeting their domestic demands 
and were able to enter export markets. When they 
became able to enter export markets they became 
definitely strong competitors, and whereas we had had 
rather a monopoly of supplying certain types of goods 
to the world we found ourselves facing competition. 

I don't think those problems can be solved 
by monetary policy. Questions of agriculture develop- 
ment: We have had a tremendous increase in productivity 
in agriculture. That has not been reflected altogether 
in the prices of agriculture products because they 
have been supported, and the result is we are building 
up surpluses; we are producing goods that nobody 
will buy at the prices that are being asked. That 
cannot be solved by monetary policy. 

COMMISSIONER GIBSON: We seem to have quite 


a few structural problems in North America at this 
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time? 

MR. THOMAS: I don't think it is limited 
to North America. I was in Chile two weeks ago and 
they have a very high cost structure. I think I 
would say that some of the British problems are of 
a similar nature -- problems in the United Kingdom. 

COMMISSIONER MACKINTOSH: Would you care 
to add any Canadian problems? 

MR. THOMAS: I will let you speak for that. 

COMMISSIONER LEMAN: This business of 
economic growth and development -- that is not a 
Simple objective, is it? 

MR. THOMAS: It certainly is not. 

COMMISSIONER LEMAN: Growth can be quite 
uneven in the economy? 

MR. THOMAS: Growth can be uneven and it 
involves constant adjustments in the structure of the 
economy, and those adjustments have to take place. 
New products develop to take the place of old ones, 
and the market has to make those adjustments and try 
to maintain a decadent industry It does not necessarily 
solve the basic problems. It does not give you growth. 
It does not give you maximum sustainable growth. 

COMMISSIONER GIBSON: You take all these 
structural problems into account in your thinking in 
determining monetary policy, though you don't aim 
policies to suit the fact; is that a fair statement? 

MR. THOMAS: Yes, I think that is a fair 
statement, but I think in general the guides of 
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amount of bank reserves that are supplied -- can in 
a brief period be somewhat more exact. All you need 
to do is just to say that you cannot expect to 
stimulate the economy when these other conditions 
exist, but in general the excesses are likely to be 
reflected in one of your indicators or another. Of 
course, the balance of payment situation is a clear-cut 
one: When funds start moving out of the country, or 
you get an unfavourable balance of trade, it is an 
indication that there is something wrong Somewhere, 
You can do what you can by interest rate adjustments, 
but if you are in the situation where you want low 
interest rates and are losing funds, or low interest 
rates for domestic purposes, and money is going out, 
it seems to me to be a clear indication there is 
something structurally wrong in the economy. The 
money stimulus is not working. 

COMMISSIONER GIBSON: Is it possible that 
the low interest rates might not be appropriate in 
those circumstances? 

MR. THOMAS: There are too many negatives 
in that statement. 

COMMISSIONER GIBSON: In these circumstances 
might it be possible that the policy of maintaining 
low interest rates was not altogether appropriate? 

I guess that is a banker's statement too. 

MR. THOMAS: Yes, that is right. Chairman 
Martin in Congress two days ago said there is a limit 
how far we can go in pushing interest rates as a 


solution for certain problems. The point is reached 


a 


ny ie ge 


an sai oli wink 


at nso -- betlqque os ¢sdé seviseet sinsd to ora yi 
boon woy ILA .toaxe stom tscdwemoa sd botisq tetad s ts. 


od tosgxe domaso voy ded yea. ot daut af ob of 


acioldibnoo rsdte saedd seniw ymonoos edd, stslumite fe 
od od, ylow il ont) eetinnone odd, Lanenen mi dud .deixe fe 
$0 .teritons ro etossotbat swoy to emo nt bedosl tet bp 
juo-rasfo s el notidsutte dnemysq to someled oft .saiNo0o i 7a 
to ,.vwitavoo edd to tuo yaivom drseta ebau? aendW . .eno |, | 
ns-et db .ebesd to extent eidsivevstawy as teg voy fe 
_eredwemoa arom antdtemoe at etend dedd motisotbnt Ol 
sineateutbs ets 1 deeretat yd aso voy dscw of oso uoY in | 


wol dasw voy evedw aotdsutte edd al ems voy Th dud ae 
dasvednt wol +o .ebawt gaieol ox6 bas eedsi tesiedat jel 
vo zatog at yerom bas .eseogunq ofteemob 10% eets 1 jal 
et sxedd noldsotbat rsefo 6.od. od om ot amooa gt él 
ont .wmonoos sid at gao ww yifswdourde xatdtemoa [ol 
.Raidasow tom ef aulumtte yonom |! 
Gedd-oldteeoq t£ al :W0esin ASMOLeerlMMoo 3! 
at otetyaerqgs sd dom deoigia actsa teenxetnt wol edt el 
| faconsdemuorto saodt |/08 
eevidsgen yasm oot se 1s sted? :cAMOHT . AM ig 
.tremetsde sadt.ot  |SS 
goonstamuorto eaedd al - :WOSaID. AMMOTeATMMOD | aN 
sotntstatem to yotlog edt tsdt efdieeog ed gi gdatm aE 


Setsizqorqgs tedtexzotia gon asw asts: sasrotat wol les 


(00d tnemetsda a'retasd s af tsritd eseaeug I 


namiutedoO  .disty et tedd .es¥Y s@AMOHT .AM | “ys 


timtI s at exedd bise ons evsb ows easigm0d at atérem | 


8 as estsy deoretmt zatdeuq mf.028 as ow 16% wod 


bedoset et tatoq eff .emeldorq aissie9 10% aotdulos 
; a Cis 


ig ' 
’ i aa . oe 


Nethercut & Young = 4748 = 


Terente, Ontario 


where money just lies there and is not used, or it 
may be used £6: purposes that are not for the best 
interests of the economy. 

COMMISSIONER GIBSON: Would you care to say 
anything about how you think some of these major 
structural problems should be tackled? I realize 
it is outside the sphere which you have allotted 
yourself. 

MR. THOMAS:: Yes, ‘it is sutside?.- I’don't 
know that I have the answer. I would be inclined more 
to rely upon market forces to adjust it. All I can 
say on this subject is, just don't think you can solve 
them by monetary and physical measures. If you attempt 
to you are likely to fail and may even create more 
difficult situations. 

COMMISSIONER GIBSON: You have referred on 
more than one occasion to the policies adopted by 
Germany and France and Italy: Is that the kind of 
direction you are thinking in? 

MR. THOMAS: Yes, under the conditions that 
existed in the post-war world they maintained 
restraints on expansion. They didn't need to stimulate 
expansion: It developed on a situation. Also, their 
wages did not rise as fast. They are rising now. 
Maybe they will all come into adjustment some day. 

COMMISSIONER GIBSON: One other question 
on the limits of monetary policy. This same statement 
on page 33 says: "It lies beyond the powers of the 
Federal Reserve to promote growth of particular 


segments of the economy without affecting other segments 
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in ways that may or may not be desirable. It is 
likewise difficult or impossible to restrain particular 
activities without exerting general restraint". 
Your point of view is the quite basic principle that 
it must be a general approach. 

MR. THOMAS: Yes. 

COMMISSIONER GIBSON: Not a detailed and 
selective one? 

MR. THOMAS: To use monetary policy for 
selective purposes cannot be recommended, I think. 
I was in Sweden in 1955 and they had just appointed 
a new head of the central bank who was a Socialist, 
and he immediately started following a more restrictive 
monetary rence I talked to one Labour Union economist] -- 
and the Labour Union economists in Sweden are very 
broad-minded, well informed people because labour 
really runs the government and they have a high sense 
of responsibility -- and he said, "We don't object to 
high interest rates. We just want low interest rates 
for housing." I endeavoured to explain to him that 
if you get low interest rates for housing by govern- 
mental action you are going to defeat your purpose 
of restraint on other types of credit, because private 
money won't go into housing; it will just go into 
other things. So that, by pumping money in at one 
place, after it gets there it is going to come out 
somewhere else and be available for other uses. I 
think the same thing is true of restraints. It is 
very difficult to limit the flow of funds into one 


particular use. We would have various devices -- we 
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played around with them ourselves in the late 40's -- 
and they are called special reserve requirements or 
marginal reserve requirements where the banks are 
required to hold certain particular types of assets 
relative to their total assets, like government 
securities. In Chile they can hold agricultural 
credits, and I think in Iceland they hold agricultural 
and fishery credits. Those are really not restraints. 
That is really a type of credit expansion, as long as 
banks can obtain a supply of those assets and can 
also obtain the cash reserves from the central bank 
to expand credit indefinitely. That is not a restraint 
on credit expansion. 

Take the simple case of treasury bills: 
I think you have an understanding you hold 15 per cent 
in treasury bills, and if there are treasury bills 
available in the market the bank can go out and buy 
treasury bills and then can turn around and sell those 
to a dealer and the dealer can sell them to the 
Bank of Canada to zet 8 per cent cash. You can 
expand credit indefinitely on that basis. You have to 
hold a little more cash, you have to hold a little more 
treasury sbills;°but.it is still part of the process 
of credit expansion. 

It seems to me the basic principle of 
reserve administration we have always to keep in mind 
is that to really restrain credit expansion the availabl 
supply of reserve assets has to be limited. The banks 
are required to hold certain reserves. The assets 


which they acquire to build those reserve requirements 
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have to conform fairly closely to the amount they 
are required to hold otherwise they could go out 
and get more; as long as they can go out on the 
market and buy more they are creating money every time 
they do it. That is the reason the cash reserve 
requirement, it seems to me, is really the basic 
restraint that has to be exercised. 

I think the British are confused on that; 
but they are right as long as they limit their issues 
of treasury bills, but now what is happening in England 
4s that the market itself is beginning to hold more 
and more treasury bills, so the banks are able to 
increase sali holdings of treasury bills independently 
of what the government may decide to do as to the 
supply of bills. 

That is the reason we place most emphasis upon 
the cash or reserve requirement, or the reserve 
requirement for holding a balance in the Federal - 
Reserve Bank, because Federal Reserve has complete 
control over that -- I say, "complete" within the 
limitations of the ability of banks to borrow from 
the Federal Reserve, which can be restrained to a 
considerable degree. 

COMMISSIONER MACKINTOSH: May I go back to 
something you said a few minutes ago, Mr. Thomas. 
Could I fairly infer from your comments on Europe 
that some of our troubles in North America, you would 
think, have arisen because we have not been restrictive 
enough during the period of great expansion? 


MR. THOMAS: I don't know that I would 
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necessarily say that. I don't think we were restrictive 
enough in the early post-war years. I think we could 
have been more restrictive without holding back 
physical growth. A lot of it was reflected in the 
price increases without stimulating any more growth, 
but I don't know that that is the cause of the present 
situation with respect to Europe. I think it is 
simply that it took time for Europe to get into a 
position where they could be competitive, and in the 
meantime that we had built up some price structures 
that because we were not restrictive enough made it 
more difficult. for us to compete with them. They had 
about as much inflation as we had in that period -- 
maybe a little more -- but their price structures 

are basically lower than ours; their cost structures 
are basically lower. They were not able to produce 
the goods until recently, but it does mean that we 
have to be prepared to make the necessary adjustments 
to be competitive. 


-~-- Short recess. 
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THE CHAIRMAN: We shall now resume. 

COMMISSIONER GIBSON: Mr. Chairman, I would 
like to ask Mr. Thomas a few questions about the 
effectiveness of the monetary policy -- how it works 
and how it takes hold. On page 29, paragraph 72 at 
the very end of the second quoted paragraphs under 
that reference the statement is made that -- 

"All of this means that, although 
monetary policy actions have marginal 
effects of significance, assessment of 
these consequences is generally difficult 
and sometimes impossible. It must be to 
some extent a matter of judgment". 

Now, you have been in the monetary policy business 
for a long time, Mr. Thomas, and I just wonder if 

you can tell us about what the Federal Reserve system 
has done over the years to assess the influence of 
monetary policy, how it actually works out and how 
effective, it ,is? 

MR. THOMAS: If you sit there and see the 
day-to-day operations sometimes you think the 
effectiveness is awfully fast as measured by the 
money market itself. In fact, frequently monetary 
policy, the market will reflect policies that have not 
even taken place yet in anticipation or just on the 
basis of rumours. But of course that is a more 
Superficial appraisal, it is the immediate reaction 
of the market to actions or lack of actions or 
expectations of actions. What you are getting at, I 


take it, is what is the ultimate effect upon the broad 
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goals of policy? 

COMMISSIONER GIBSON: Yes. 

MR. THOMAS: Yes, we are constantly 
endeavouring to appraise the effects taking into 
consideration all the other factors in the economy. 
Take the description that I previously gave of what 
seemed to happen in 1959. 

That ié an example of an appraisal of the 
effectiveness of the policy. I happened to think 
that it was a very good example of how monetary policy 
can function in a situation when you have the economy 
operating at what was in effect capacity and very 
large credit demands both from private activities 
and from government and the policy served its purpose 
of preventing expansion in bank credit. 

IT am thoroughly convinced that if we had 
had any easier policy at that time we would have had 
quite an expansion of bank credit, probably an unhealthy 
one and the reaction that occurred in 1960 would have be2én 
much more serious and prolonged. 

COMMISSIONER GIBSON: Well, to put it a 
little differently, how would you say monetary policy 
works? On page 48 in paragraphs 115 and 116 you 
have a reference to interest rates and you say: 

"To a limited extent, the impact of 

Federal Reserve policies on the economy 

4s effected through interest rates." 

And then in 116 you quote the Board's submission 
to the Commission on Money and Credit and in the first 


paragraph in that quotation you suggest that interest 
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rates are very important. What I am trying to get 

is your sort of thinking on how this monetary action 
pans out and how it changes decisions. You have 
control, as you say, of the cash reserves in the 
banking system. This is your primary weapon. How 

do you believe this goes out and chanses decisions 

to extend capacity? Is it the interest rate structure 
that is the main factor in this? 

MR. THOMAS: Well, I view interest rates 
primarily as the net result of all factors of demand 
for money and this available supply of loanable 
funds at any time and the availability of money through 
banking credit system. Credit from the banking system 
is an important marginal influence there and, of course, 
affects interest rates. But the more essential feature, 
of course, is the degree of demand that there is for 
money. Under certain conditions you have a very strong 
demand for money and providing additional funds through 
the banking system may not necessarily reduce interest 
rates. It may keep them from rising as much as they 
otherwise would. Of course, if you really attempt 
to hold down the rates under such conditions by 
pumping money out you could get an inflationary 
Situation which would stimulate demand and if prices 
start rising then arise in interest rates would be 
inevitable particularly if people think that this 
may be prolonged. 

Higher interest rates always go with 
inflation. In Germany in the 1920's they pumped money 


out as fast as they could and interest rates kept going 
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up and nobody would lend and nobody would borrow. 
Interest rates have an effect in bringing demand and 
supply into equilibrium. But independently of monetary 
policy we want to have an economic situation in which 
interest rates perform their function in allocating 
funds within the structure of the economy. As I 
Sa.ld, Go cry co keep your interest rates for housing 
and let them go up for other things is not generally 
possible. It can be done to a limited extent but it 
is done at the sacrifice of some of the other forces 
in the economy. 

COMMISSIONER GIBSON: Have you in the 
Federal Reserve Board of Governors done much 
investigation into how changes in interest rates affect 
business decisions? 

MR. THOMAS: Oh, I do not know of any detailed 
studies of it but just some analytical deductive 
analyses. I am pretty well convinced that they do 
have an effect. It may be a marginal effect and again 
take 1959 we certainly found a very striking example 
of what 5 per cent on short-term government securities 
would do in that sort of situation. It brought money 
into the credit structure out of savings. Lt 
induced people to at least shift their funds around 
from one use to another and no doubt encourage a larger 
amount of savings certainly fn financial fo~ces. 

COMMISSIONER GIBSON: You think it did 
increase the current rate of savings? 

MR. THOMAS :"° [think 1 Gid,; yes. In 


fact, it may be one reason for the down-turn in 1960, 


bos basmeb gatsntid at Joetts a8 oved ester Jeotetol 


yistenom to vidasbaeqebat tua  .mutydtitupe otal yiqque 


dotdw at softsuydia ofwodoos as eved ot Sasw ow yottog 


gnitsoolis at softonut zrecst mrotreq estat teerstat 
T eA .vinonone offt to siutouyte odd niddiw ebout 
antavont tot gets y Jesretat nuoy qset ot yd of boise 
yifsiensg vom at eantdd rerddto 10% qu om medt gol bas 
df dud taedxe bettmil£ s o¢ snob ed aso JE .oelfdtegog 
gso10% teddo edt to moa to soltttiosa odd ds onob at 
-wmonoos ends mf 

edt at voy evsh :NWO@dID AAWOTeSIMMOD 
sfloum stob eronrsvoD to Base evrsashH Isitsbet 
doatis sedan destedtat nt eescsdo wont ovat sotisstteoval 
Fenotafosb agsnteud 

2 beltsteb yas ‘to word goa eb I. dO  :cAMOHT .AM 
evisoubeb Lsotivisas smoe teut gud tt Yo eelbute 
ob yess tend beontvaos Ifow yddsug ms I Leseytecs 
disses bas tostts [salayrsm sas od vam 3D ‘.tootto nse ovsed 
olomexs gotuiacve yisv s bavet ylatsdrs5 ow Ocel sist 
eotdiavose fnommyevos mret-drode do Ineo t6eq @ tsriw ‘to 
yecom Jlgveud JI .nofdsudia to dxoe Jads af ob bivow 
ot -egiiver to tuo sxutdourte Jihbero oft ott 
bavoxs about steit tttde tesel ds ot elqosq booubrit 
yonyel sg sas tvoons tdvob on bas tendtons oF sey sno mort 
-ce0rot Istonsatt at yinistres egnivse to tavoms 


bth 3* Antdd voY :WOeaID) ABMOTeSTMMOD 


Ssantvse to sts y therivo ont sesetont | 


‘eT (eey (Bb St vatds I PeAMOHT vam of oot oot 
.O3@L at want-awob eft vot soRses eno 9 veo 3 a 
: 7 ‘ Ca pas / «(ia 


yet 


.wortod Biuow ybodor bos Briel Blvow ybodow bas qi 


“el 


» Sr 
J 


4 
hy 

= i 
| 


Pare 
i ve .. 
n race 


ae - 4 
oad Lvs 
ae 
- ‘a 7 

1 
7 


As 


Nethercut & Young wa bef beds a 


Torente, Ontario 

perhaps not the main reason so that we did get some 
increase in savings. We cannot prove that by the 
usual national economic account statistics because 
the ratio of savings to income does not change to me 
because if savings increase your incomes are likely 
to go down and then savings will come down so before 
you get through your ratio by the time you get the 
quarterly figure, does not change very much because 
the very fact of an increase in the rate of saving 
would be to reduce incomes and therefore reduce the 
actual volume of savings almost correspondingly. 
Besides this, savings figures are residual anyway 
and you may never know what they are. Our analysis 
is more generally based upon the shift from financial 
assets to fiscal assets of savings, from banks to 
securities. All those have some. effect on the 
economy. 

COMMISSIONER GIBSON: Do you feel there is 
a good Ae cad evidence that the entire interest 
rate structure produces perceptible effects on the 
current rates of savings? 

MR. THOMAS: I think there is a reasonable 
basis for concluding they do but aside from that 
you have to consider the alternative, what would happen 
if, given a situation in which the demands for money 
are always relative to the supply of savings, if you 
try to prevent interest rates going up by official 
policies what would be the result. You always have 
to know what would happen if what had happened had 


not happened and to attempt to hold down interest rates 
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in a situation where the pressure of market forces 

is tending to put them up may’ have highly undesirable 
consequences and then in the end not succeed in holding 
them down. The same thing is true in trying to hold 
them up in a period of slack. You may again not be 
able to do it. 

COMMISSIONER GIBSON: To look at the question 
in the light of interest rates again, some people have 
expressed the view -- and this has been expressed 
before the members of the Commission a number of 
times -- that the kind of interest rate adjustments 
that are necessary to produce desired effects over 
a reasonable period of time are so great that their 
consequences offset the advantages. Are you prepared 
to say something about this general subject? I take 
it you do not agree with that approach? 

MR. THOMAS: In general I do not agree 
because I do not think we know. All economics is 
a marginal price analysis, what is the effect of prices 
at the margin and for an economist to say that prices 
do not matter seems to me to say he is not an economist. 

COMMISSIONER MACKINTOSH: It destroys his 
occupation? 

MR. THOMAS: Yes, because economics is a 
matter of the adjustments that take place in supply 
and demand and in prices in order to bring about 
equilibrium. To go out and deliberately try to 
raise interest rates in order to check demand is one 
thing; maybe it won't check demand but at the same 


time to try to put down interest rates when demand is 
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tending to force them up would seem to me to be a 
futile sesture too. So I view interest rates not 

so much as one of the tools of monetary policy but 

as one of the results of the situation that results 
from the availability of funds that monetary policy 
supplies relative to the demands that are very relative 
to the availability of private savings. The amount 

of bank credit that is supplied in any one year is 

a relatively small portion of the total flows of funds 
through the Federal market. 

In our economy bank credit varies from 
$5 billion to $10 billion, $15 billion a year and 
a bit of that is really savings but your total credit 
is $40 billion to $60 billion in a year. That is the 
net increase in any one year and interest rates have 
a great deal to do with the allocation of all that 
total volume of funds that are constantly flowing 
through the money stream. It is a little risky to try 
to manipulate an interest rate structure. 

COMMISSIONER GIBSON: When you think of 
monetary policy you are thinking of controlling cash 
reserves in the banking system and the interest rates 
results on. this flow from that thinking, they are 
not a deliberate effort to influence the ‘interest rate 
structure? 

MR. THOMAS: That would be my view. There 
are people in the system who at times do have a desire 
to control the interest rate structure. Certainly 
in the past year or year and a half that has been one 


of the objectives of policy, to prevent short-term 
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interest rates from declining because of the balance 
of payments situation and the amount of, let us say, 
volatile funds that were shifted from market to market. 

Now, that has been done and short-term 
interest rates have been kept at a higher level than 
they would have been under similar domestic circumstance 
without a balance of payments problem. But the net 
effect of that on the domestic economy is rather 
difficult to say. I do not think it has been particularly 
unfavourable because we have an interest rate structure 
level that is moderately low considering the state 
of the world. We have maintained a high level of 
short-term interest rates. 

COMMISSIONER GIBSON: One of the problems 
we have as Commissioners is to try to see just how 
this process works. You control bank cash and it 
has an effect on the short-term rate. If you could 
Say a little m@we about business decisions and how 
they react in the face of changes in rates and individua 
private decisions to spend or to save this would be 
very helpful because we get out in this area, you know, 
and people build up the philosophy that people do not 
pay much attention to changes in interest rates and 
others say this is the whole thing. 

RM, THOMAS: I think it is more availability 
than rates but I say that rates necessarily have an 
influence, At some stage it is going to hold back 
some decision and they are going to postpone a 
decision. I certainly see it in our market for 


municipal securities. If interest rates go up issues 
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of securities are held back for a period. Now, to 
what extent that affects their actual spending on 
public works etc., is another question but it 
unquestionably has some influence and as I say economics 
is not an all or nothing business. Again I say it is 
the marginal decisions that are significant. A 
difference of one per cent or two per cent in a rate 
can make a tremendous difference in the state of your 
economy. I am sure they aé have some influence. 
COMMISSIONER MACKINTOSH: You say there is 
some question as to how far this works in this example 
in the, say, postponement of public works but this 
ultimately is a real question not only of margin but 


the margin in real activity on the goods. 
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MR. THOMAS : Yes. 
That 

COMMISSIONER MACKINTOSH /is in respect of the 
matter of economic eat seLinga e iehhera we are apt 
to become rather vague and sometimes fall back on 
the argument, which I think you nearly made, while 
you cannot prove that central bank action restrictive 
or otherwise was very effective, yet there was an eran 
whelming presumption that if it had acted in the 
opposite direction in the same circumstances they 
would have created disaster, which is a kind of modest 
compliment to the central bank operations. 

MR. THOMAS 5 Yes, it is easy for them to 
do the wrong thing, bRe to the extent to yess monetary 
policy is successful there is no evidence that it was 
needed. But, it is also not altogether a question 
of postponing a fiscal operation. It is a matter of 
how that operation was financed; whether you finance 
it by the creation of bank money, or by drawing in 
Savings to the extent that these municipalities continue 
to offer their securities, but they attract savings 
from some other use instead of creating bank money, 
and some other borrower is deprived of money. 

Frequently the view is expressed that 
monetary policy has more effect in respect of home 
building than anything else. I think that is an 
example rather than an argument one way or the other, 
because it happens that in the Eastern United States 
home building has been something in which there has 


been quite a sustained demand, and there has also 


been a lot of stimulants to financing of building, and 
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when you run into a period of easy money the aides flows 
there because there is a demand. When you run into a 
period of easier money there, there has been a slow 
demand from other borrowers. When you run into a 

period of heavy demand from other borrowers there is 

less available for building. There may be more funds 
available in the aggregate but there is less for wat'latn ‘ 
This is not necessarily a reflection on monetary policy, 
it is simply a reflection of the variation in other 
demands for credit. 

COMMISSIONER GIBSON: You say you think that 
it iS more availability than rate of interest in the 
way monetary policy effects spending and investment 
decisions? Am I correct in thinking that this is 
another way of saying that the market is not a perfect 
one, because if it were perfect presumably availability 
would be reflected in rate of interest? 

MR. THOMAS: I would not want to say the 
market is perfect by any means, but I think availability 
is reflected in rate of interest; availability relative 
to demands. 

COMMISSIONER GIBSON: But you suggest that 
some purchasers are not gone ahead with because the 
funds are not available and have been drawn off in 
another direction? 

MR. THOMAS: And again because they are 
not available at the rate of interest that they are 
Willing to pay. 

COMMISSIONER GIBSON: And accustomed to paying 


MR. THOMAS: And accustomed to paying, yes. 
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There are institutional habits and customs thei Shat 

are slow in changing. This is very striking in the 

case of our guaranteed mortgages where you have a 

ceiling on the rate of interest that can be éfanouat 

and that is another reason for this effect in the 

building situation. A lot of our mortgage lending 

has been done through these guaranteed mortgages, 

and when the rate of interest rises above the ceiling 

then the money just does not go there. It goes into 

what we call conventional loans to some extent, but 

there is an institutional obstacle there, and that 

is another way of saying there is not a perfect market. 
COMMISSIONER GIBSON; Well, how about changes 

in capital values? This is really part of the 

interest rate structure? 

MR. THOMAS: Yes. 

COMMISSIONER GIBSON: When the rate of interest 
changes, values change. Do you regard this as a very 
important way in which monetary policy works and the 
decisions, negative or otherwise, to which it gives 
rise? 

MR. THOMAS: This is a very important way 
in which the money market and capital market works, 
yes. 

I would hesitate to say, to admit, to agree 
or assert that all changes in interest rates are due 
to monetary policy. There is a proclivity for saying 
when we have high interest rates it is due to tight 


money. They are usually due to the money market, not 


to monetary policy. The way to avoid high interest 
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rates under certain circumstances would be to have 
a monetary policy which would be unsuitable for the 
Situation. 

COMMISSIONER MACKINTOSH: Yes, but monetary 
policy consists not only in doing certain things, but 
in refusing to do certain things. 

MR. THOMAS: That is eee 

COMMISSIONER MACKINTOSH: And if the state 
can raise the interest rates which you think appropriate 
then I presume monetary policy permits that to happen? 

wont THOMAS: Yes, let us say it can prevent 
that from happening only by adept ing a policy which 
would not be appropriate under these circumstances. 

COMMISSIONER MACKINTOSH; So it cannot at 
any time wash its hands of what happens? 

MR. THOMAS: For a little anita. yes. 

COMMISSIONER MACKINTOSH: It can justify 
the lack of action? 

MR. THOMAS: Yes, but later on it comes 
back and hits you. 

COMMISSIONER MACKINTOSH: Yes, I am not 
arguing that this is not appropriate, I am just 
arguing that it is not an abrogation of monetary policy. 

MR. THOMAS: There is a tendency to blame 
whatever eee on a wrong monetary policy. 

COMMISSIONER GIBSON: I was going to ask 
you a question os is related to this Subject, but 
in a little different area. inci one of the 
other Commissioners would like to carry on. 
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COMMISSIONER LEMAN; There are a couple of 
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things I should like to have made clear for my own 
benefit. Did you refer to the fact that you did not 
think Bint the ae of savings by people in the economy 
changed very much from time to oo 

MR. THOMAS: tT joattee the Beatie tls do not 
prove it, but I do not know what is the right con- 
clusion to be drawn from the statistics. If the 
public spends more and that has the effect of 
accelerating the economy and producing more income 
you are going to have more income and more savings, 
but bre proportion of savings to the total income 
may not increase. It is a question of looking at 
segregates for a Biven pared fe time without knowing 
What have been the flows that have taken place within 
that period. It is a different form of economic image. 


-_+ 


I do not know what the answer is, but I am not con- 


a ~s + 


vinced by those people who look at the national accounts 
figures and say there has been no change in the savings 
ratio and savings have no influence. 

COMMISSIONER GIBSON: Do you regard this 
as a sort of inflexibility that creates a problem of 
policy, or the other way around? 

MR. THOMAS: No, I do not regard it as 
an inflexibility that creates a problem. I think 
there is less inflexibility than appears from the 
Statistics. 

COMMISSIONER GIBSON: Now, in ee question 
of dealing with effectiveness, there are two questions, 


are there not; how effective is it over a period of time 


and what is the period of time between the certain actio 
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at policy level and pee end results in the economy? 
In asking ourselves how effective in point of time it 
is should we distinguish between the field of capital 
goods and the field of consumption? 

MR. THOMAS: Oh, yes, decidedly, but 
I am not sure that that in itself is anything that 
monetary policy can do much about. It is not the 
function of the banking system to provide long term 
capital. All the banking system is supposed to do 
is provide the general short term capital to the 
extent to which the public wants to hold cash balances. 
If the public does not want to hold cash balances 
then the public provides the capital in what other 
form it chooses to put its balances in. I do not 
think we should use monetary policy as a way of 
Stimulating capital investment. You have to use it 
as a means of being sure that there is enough working 
cash available. The public is going to refrain orn 
investing because it wants to hold cash eerpa te You 
have to do it so that also you do not try to stimulate 
or generally create more cash balances than the public 
ordinarily wants to hold as a way of stimulating the 
economy through the creation of short term credit. 

Of course, that can hit back at you. It 
is the supply of savings that has got to determine the 
availability of long term capital, and the public makes 
these decisions as to whether it is going to save or 
not. 


COMMISSIONER LEMAN: We were talking, Mr. 
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Thomas, about the judgments that have to be made about 
the rate of growth and the level of Spending in the 
economy. Let us think for a moment of a time when 
the authorities feel there should be some restraining 
action. Will the authorities ask themselves if this 
restraining action should have more effect in the 
capital sector or in the consumption sector, or should 
they not pay any attention to that and just look at 
the total volume of spending? 

MR, THOMAS: Well, they have to look at 
both, yes, but if there is evidence that you are 
Stimulating or creating capital investment at a rate 
Which may not be Sustainable, then I think you have 
to be careful about it. That is about how far you 
go in that direction. There are times, of course, 
when consumption may be being Stimulated, but you 
certainly cannot ignore altogether the uses that are 
being made of credit at any time. There are times 
when you have to look at particular uses being made 
of money at an unsound rate. Again you get back to 
the 1920's. It was perfectly clear; certainly is 
clear by hindsight and should have been clear at 
the time, that we had -- I studied the problem carefully 
once and there was $20 billion of credit borrowing 
on the stock market in '29. That was one-third of 
the total of all national credit, and one-third of 
our pen income. It was based entirely on a 
Speculative price rise. That is the sort of a 
Situation that certainly cannot last, and it had to 


be dealt with. 
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That is one example where a selective 
credit control device was clearly necessary, because 
we had a credit structure which was built up on too 
much stock market credit and very much Liquid sums 
held by banks and others wee going into the New York 
money market and loaned for speculative purposes. 
The imposing of margin requirements would have the 
result of holding down the demand for that type of 
credit. Also from experience it has kept the market 
from doing that for 25 or 30 years, and the development 
of the treasury bill provided another form of liquid 
instrument so that the liquid funds in banks and other 
places did not have to go into that type of call money. 
That was a case where we needed a selective device. 
The time might come when you have development in 
consumer credit, and this might need a selective device, 
but I hope not because it is a very difficult thing 
to deal with, certainly in our economy. I think 
experience has shown that so far it has adjusted 
itself without being too unsound. 

In general I would put more emphasis 
on the aggregate credit volume and the net result 
of the money supply rather than on the specific device 
of credit. cts more that goes in to one thing, the 
less there is for another. The real danger comes when 
you try to pump it into one particular purpose, or 
try to keep money going into some, what you consider, 
justifiable use without restraining the unjustifiable 


use. You can then run in -to trouble. 
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COMMISSIONER BROWN: I wonder if I might 
ask a question along the same lines, and that is, 
how fast can the effectiveness of some monetary policy 
change the measure? For example, if you had 
made a decision based on the available statistics 
that you use as a measure of intention, and a change 
in policy is decided upon, what sort of time lag is 
there? What are the leads that give you some 
indication that the policy has been as effective 
as you wished it to be so that you can swing it again? 
MR. THOMAS: You can measure it very quickly 
by the effects on the money market. We can measure 
it fairly quickly in the effects on the total volume 
of bank credit and on the money supply. What happens 
after the money supply has been restricted or extended 
depends on a whole lot of decisions, and all we can 
Say is that it varies under different circumstances. 
We know that the rate of turnover of money varies 
quite conSiderably. The rate of turnover is not 
in itself a force, it is the net result of all the 
other forces other than volume of money and volume 
of transaction. That requires a very careful analysis 
of the whole economic structure. That is what is 
going on all the time. I do not think there is any 
very precise measure of the effectiveness of what you 
might call monetary policy that is independent of all 
the other forces that are operating in the economy 
at the time. All you can say is that you try to 
conjecture what would have happened if you had followed 


a different policy. 
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COMMISSIONER BROWN: There is somewhat a 
Similar question in respect of changes in interest 


rates. That has an effect both on the supply and 


demand. 
MR. THOMAS: That is right. 
COMMISSIONER BROWN: To what extent is 
there also a perverse reaction on the supply in 


reducing the liquidity of a certain instrument? That 

is the point I think you were making about the 

availability of money, rather than the rate of interest? 
MR. THOMAS; Well, of course, any change 

in the price, or any tendency for the price to move 

in one direction or another always has an expectational 

effect. Sometimes you are getting a rise in interest 

rates or a decline in bond prices which will not 

immediately stimulate lending because people buying 

bonds will wait until they think the price has gone 


down to what they consider to be as far as they are 


going to go. 
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The participants in the market will do eva: and cnet 
is one of the arguments against a deliberate policy 
to peg an interest rate or the price of bonds 

because it may actually keep people from buying who 
otherwise would be in there buying, because they 
think this is an artificial price and they will not 
buy at this level. 

At the same time it might stimulate borrowin 
because people say this is an artifically low interest 
rate and we had better get the money while we can get 
it, so it does have reverse effects, and any process 
can change in a market situation and while the change 
is going on it tends to have that effect. That is 
just one of the market characteristics, and it is 
judgment of the market-place as to when is an appropriat 
to buy, to borrow or to lend. 

COMMISSIONER GIBSON: I have a couple of 
more questions to do with this area and to do with 
the timing, really. How about the problem of Enewine 
enough in order to take action quickly. Is this 
the constant problem of being a little late, not 
— enough information to do what spew have 
been done in time? 

MR. THOMAS: Yes, there is always that 
problem. Sometimes you get leads from the market 
itself. That is _— our people in New York call 
"operating on the feel of the market". You can 
get action on the market that you cannot explain on 


the basis of statistics that are available and that 


would indicate some new factors are coming in; the year- 
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round treasury bills or ews savin or the shtick: 

COMMISSIONER GIBSON: It is the feel and 
flare, is it? 

MR. THOMAS: Yes, so again it is a matter 
of judgment; if you think it is reasonable to accept 
a certain response under the circumstances and you 
begin to get that indication in the market, then you 
might be willing to act a little more promptly. 

COMMISSIONER GIBSON: Perhaps ahead of 
the others? 

MR. THOMAS: Yes, perkaps ee of ‘at 
others. 

COMMISSIONER GIBSON: Does this wept 
fairly frequently? 

MR. THOMAS: It does happen. Sometimes 


++ 


it is a mistake; sometimes the development that you 


+ 


think will take place does not come about. 


COMMISSIONER LEMAN;: The flare gets ahead 
of their feel? 
MR. THOMAS: There is always a tendency 


for anybody operating in a market to be very much 


~= 


influenced by a temporary factor. That is one reason 
why we sit in yechbacten in our marble palace -- or 
mausoleum, some people call it -- and try to get a 
broad view and hold back ee in New York who are 
very much influenced by the market psychology. 
COMMISSIONER GIBSON: Is there not some 
difficulty about convincing this group that make the 


decisions about the growing policy -- as you described 


earlier -- to do something just on the feel of the 


 “faws” 
“a a . ~ . me “os yao, 
al Be! ve * Mad on 
7 


starite oxid 0 | etd eats 0 wet en ewesend: hides. 
bis lest edt et tI. :Woadro TEMOLERINMOS to" ers aE 
SIt et » petatt 


sedidem 8s al oi ALB3B 98 eBoy ?2AMOHT » AM 
tqsoos8 of. sidsnoaset et ie Natay voy If isileabe ‘to 
voy bas aeonsdemvoxrto oft robnu sanoqast misiuso s 
yoy meng pre ant mt aotdsotbat tadd tisg ot niged 
.“itqmord erom oldttl s gos ot aniiiinw ed tdgim 

to saeite eqstrel sMOecdin ANMOTAsIMMOd. 


Sexento odd 


‘sit to sient sini .aeY 
-atoniso 

Preece eidd esod :VMOcesiD HAVOTacIMMOd 
fylineuper? yiurst 

Bemidemoe .mesqqss e906 31 :CAMOHT -.AM 
SOY aie tnamqolevsb me esmitemos pexiatetm s ef gt 


~~ 


= TGS 8 emooa ton esoh sosiq exsd [ftw Natt 


apne ejes erelt eft MAME AAMOTCEIMMOO 
| fisst stent ‘to 

vonsbeod s ayswis at grant? :cAMOHT . AM 
ia vrevy ed ot tgedvam 6 ak agatisreqo ybodyns sot | 
moazset eno et sone .votvost yrsreqmed s vd hbeorornltal 
~O -- 9osisgq steuie avo mi notgninesW oft tre ew yw 
g ten ot vit bas ~~ tr [Iso slqoseq smoe .musloman 
eTs Orlw WrOY. wot ial ctaeeal vosd blond bas wetv bsoxd 
-Yaolondoyaq tedusm end yd beonmseulint coum ytev 

emoa ten sired? al, ..;Woedartp AMMOT 2ELMMOD 


oft oeneam ¢add quoxg etd? antoatvmos duods vilsoftttib 


bedtro#eb woy es -- yoilog antworts end dvods anobatoeh 


etd to feet eft mo veut, gnidgvemoe ob ot -- tetiase | 
iy ae 


Nethercut & Young ad 3774 = 


Trento, Ontario 


Situation and have not got the statistics and factual 
data to back it up? 

MR. THOMAS: Yes, there is always Sri 
difficulty and frequently there is some lag, but I do 
not know that these lags become too important because 
there is so much day to day adjustment shat the 
actual operations which can be said to affect policy 
are very small. 

I can use this illustration; suppose you 
have a rate of growth of 3 per cent a year in money 
Supply. That involves an addition to the volume 
of bank reserves of something like $500 million or 
$600 million in a year, and the volume of currency 
of about the same amount, it means about a billion 
dollars of reserve bank credit, and that is only 
$20 million a week, and to take care of normal growth 
in operations which run as much as a billion dollars 
in either direction in any one week, $20 million is 
a very small fraction. 

What we have actually done is we have given 
the Committee our projections of what the reserve needs 
may be and we frequently put ina factor for growth 
or a factor for the side growth. 

Now, I think just about a year ago, looking 
at the situation, we were in a period of recovery and 
wanted to know how much money we would be putting into 
the economy and I figured roughly, well, 5 per cent 
for the period of recovery, 5 per cent annual rate of 


growth, and we put that in as a projection for the 


amount of reserves that might be supplied in addition 
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to the weekly, seasonal and other temporary G2 AES. 
and projected that on through, and that level has 
Just about been sustained. 

Now, there is an interesting sidelight. 
on that in the sense of how you cannot be sure of 
what the effect will be. The result of the 5 per 
cent increase in reserves, the annual rate of increase 
in reserves, was only about a one per cent increase in 
demand deposits and a 16 per cent increase in time 
deposits. The reserve was there, the money was 
created, the bank credit expanded at the rate of about 
8 per cent, but the public made its own decision as 
to how it was going to hold that money. They did 
not put it in what we call "money supply", they put 
it into time deposits at banks, and it was one of 
the difficult questions of judgment and is still a 
difficult question of judgment as to how much weight 
to give when the public is holding time deposits and 
not demand deposits. How do you measure the money 
supply? You measure it by the total time and demand 
deposits, which will have a tremendous expansion of 
7 or 8 per cent and the 5 per cent reserve is less 
than the seven or eight because of the lower requirement 
against time and deposits. If you measure it by 
Just what we call the active money supply, it looks 
as though we have had an inadequate growth. That 
is still one of the debated questions. 

Now, we have a new situation that is added; 


that the treasury has been increasing the supply of 
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treasury bills outstanding at the rate of 100 million 
or 200 million a week, and although banking credit 

is expanding some it Has dee expanded much because 
the public is buying these treasury bills and it has 
kept the bill rate up -- it is close to 3 per cent 
now -- and corporations instead of holding cash in 
the banks or on time deposits or something else, they 
are buying treasury bills or somebody else is buying 
treasury bills, but that is liquidity and it is 
available for use and it comes back into use and then 
when somebody tries to convert it back from bills 
into cash, then a decision will have to be made as 

to what the monetary policy will be. So far most 

of it has gone to expand the treasury balance, so 

it has not come back into the money supply, but once 
the treasury spends it it will be a question of what 
the net effect would be. 

These are all matters that require judgment 
in any given situation. There is not any pat answer 
to it and it has to be viewed in the light of the 
economic climate at the time. 

COMMISSIONER GIBSON: There is one more 
question to do with the effectiveness of policy, and 
that is when you want to add cash to the system and 
the business is well below capacity, are you prohibited 
at times from adding as much as you would like to do 
and it may be hard to get the liquidity out of the syste 
later on in the cycle when business is good. 

MR. THOMAS: There is always that reason, 


but in 1954 and 1958 the system was not inhibited by tha 
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fear, and in 1958 it came back and hit us pretty hard 
when a change occurred and pumped ina lot of money 
in that period. It got just to the point where banks 
and others finally decided that maybe interest rates 
were going to go lower, or at least they had a lot 
of money available and were going to put it into Pani 
thing that would give them a better yield than treasury 
biL1l1s., which were down three-quarters, or something, 
and just about the time they started shifting the 
market changed and the treasury put out an issue of 
long term securities and the whole psychology changed, 
and you had a little experience here about that time, 
you put through a big refunding operation just at the 
time when the industries changed and had the Lebanese 
and Syrian flare-up, and there was a very sharp change 
in the economy and in the whole level of interest rates 
and prices. Therefore, you look back in hindsight 
and maybe you can say that a lot of that money that 
was pumped in was not necessary. 

Now, in 1960 and 1961 we refrained from 
pumping in a great deal; refrained because of the 
balance of payment situation. There is no evidence 
that failure of treasury bill rates to go down very 
low and to build up a whole volume of funds had any 
Serious effect on holding back the economy. The 
recovery has given consideration to other factors 
and it has been.not much unlike that which took place 
in the other period when you did not have this wide 
fluctuation in interest rates and upsets to the bond 


market. 
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THE CHAIRMAN: I think that people are come 
a little aifficulty in hearing you. 
MR. THOMAS: I am sorry. 
COMMISSIONER GIBSON: This is one of the 
reasons that you have this factor in mind of not putting 
too much money in to stimulate recovery for fear it 
may provide too much later. This boils down, from 
what you were saying, to part. comcem about too rapid 
changes in interest rates to correct the situation, 
is that correct? 
MR. THOMAS: Yes, too rapid ehange in 


interest rates or, putting it the other way, too 
rapid change in bond prices. 

COMMISSIONER GIBSON: Yes. 

MR. THOMAS: Rapid change in short term 
interest rates does not do any great harm; the economy 
can adjust to that pretty quickly, the money markets 
and security markets can adjust to the short term 
interest rates because that has very little effect 
on capital valuations of the securities involved, but 
changes in long term rates which are likely to accompany 
it can be more upsetting, but whether it should be 
avoided I think is a question for debate. 

In a way one could argue in a period of slack 
that it is all right to eneourage the public to buy 
long term securities, and then when you get into a 
period of boom, the fact that they hold these and they 
are at a lower price is in itself a restraining influence 
This is one of your automatic stabilizers and that 


might be desirable, and is to some extent. 
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COMMISSIONER GIBSON; But you do feel that 
you can have too much change in long term interest rates? 

MR. THOMAS: Yes, if your cycle is a skort 
term cycle, you get into a long sustained depression 
period and long term a it is desirable that long term 
rates come down. 

COMMISSIONER GIBSON: But what is your 
objection to big changes in interest rates, that it 
upsets the (aves Guent decisions Pao eaaton lie and you 
get the first reactions if you get a lot of large 
changes in a fairly short time? 

MR. THOMAS: Yes, it is upsetting to the 
market, and if the adjustments occur in the early 
Stages of the recovery it might actually retard the 
recovery, and they might occur in the early stages 
because people think the activity is going to increase 
and there will be more pressures on the markets and 
they think that bond prices will change and they will 
anticipate that change, but I certainly ueeie not 
be dogmatic about it and I am not sure that I would 
want to advance it as my view, and I am not sure of 
the view that we should have more moderate fluctuations 
in interest rates; maybe we should not. I think you 
can argue either way. 

COMMISSIONER GIBSON: We have had a lot 
of witnesses that felt that fluctuations in interest 
rates should be much more moderate. 

MR. THOMAS: tne market people always feel 


that way. You can get an economist who might feel the 
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other way; people who want to really follow positive 
programs of stimulating the economy in a recession and 
restraining it in booms and they might argue for wider 
fluctuations in interest rates and availability of 
funds, which would have the result of causing wider 
fluctuations in interest rates. Generally these people 
would like to have interest rates go down, but never 
like to see them go up. 

COMMISSIONER MACKINTOSH: If I could inject 
a question, is it not possible with fairly violent 
fluctuations.in long term debt securities that you 
destroy the place of those securities in various 
investment portfolios and that you in many cases 
lock them in? 


MR. THOMAS: Yes. 
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COMMISSIONER MACKINTOSH: And destroy their 
effective marketability and that you may get a long 
run shift away from them, even government securities. 
The ultimate security is there, but the availability 
of them is quite different from what people contemplated 
when they put them in those portfolios? 

MR. THOMAS: Well, I don't know that that 
ig avoidable if the price system is going to function 
and reflect the changes in supply and demand forces, 
but it is an argument against encouraging too wide 
movements, probably, or unnecessarily wide movements, 
but when we get into recession and the demands for 
credit are slack, banks are going to gradually look 
for the most profitable things they can find, or 
other investors are going to, and that will tend to 
push down rates, and to try to keep them from going 
down I am not sure |= is sound policy under the 
circumstances. As I said, to the extent to which they 
ean be locked in in a boom, maybe it is a good thing. 
We tried in 1947-1948 to prevent bond prices from 
going down, and insurance companies and other investors 
were trying to move out of government bonds into other 
securities, and the Federal Reserve bought $10 billion 
worth of bonds in that endeavour, which just helped 
to create more money and to bring on an inflationary 
situation. It might have been better to let them 
be locked in. 

COMMISSIONER MACKINTOSH: The market people 
always seem to indicate, as long as it is gradual 


enough and they have advance notice, that it is 
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acceptable? 

MR. THOMAS: People who make their living 
in the market have a tendency to never like to have 
markets work the way they are supposed to work in 
order to perform their function. 

COMMISSIONER LEMAN: Mr. Thomas, in one 
of the objectives, if I may come back to it for a second 
is the reasonable stability in the purchasing power 
of the currency -- avoiding inflation and deflation. 
Ultimately, what the people want are goods and services, 
and those are the prices you are referring to there, 
but if as a result of habits in the economy people 
hold long-term securities, to them they may have held 
them in order to use them later for the purchase of 
those services; right? 

MR. THOMAS: Is that your question? Aren't 
you going on with some other conclusion or question? 

COMMISSIONER LEMAN: Yes, I would like to 
go on from there. I am just wondering --- 

MR. THOMAS: I am not going to agree that 
you are right at this stage. I just want to see where 
you are leading. 

COMMISSIONER LEMAN: If you believe it is 
not right, I wish you would tell me right now. 

MR. THOMAS: Well, I want to see where you 
are leading. 

COMMISSIONER LEMAN: I am wondering if that 
is basically the reason why people argue against quick 
or violent changes in prices of bonds? 


MR. THOMAS: Of securities? 
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COMMISSIONER LEMAN: Or securities. 

MR. THOMAS: It seems to me this gets down 
to the fundamentals of the whole process of saving 
and investment and liquidity. The economy has to 
operate. If it is going to grow you have to have 
investments and we have to have savings that correspond 
to it, and somebody has to hold those savings and 
those investments, but if all savings are always 
liquid, then they own money, and you can't be assured 
that all savings are going to be always so liquid 
otherwise you are going to have a very unstable alanine: 
The whole function of savings is that a certain amaunt 
has to be held, and anyone who wants to convert his 
savings into money has to run the risk of the market 
at the time and find somebody else who will take over 
those assets and use his savings for that purpose. 
But if you set up a public policy of guaranteeing 
the prices of all assets, then you are just running 
a printing press. Every time anybody wants to shift 
out of one asset into another, and you are going to 
zuarantee he can do that at a price he thinks is 
reasonable, then you are not following a policy that 
will provide a reasonable stability in the economy. 
It is going to provide very wide fluctuations. 
We know it from experience; we have tried it. 

The question’ is, how much Liquidity should 

the economy have at any given time. <A certain amount 
of savings just cannot be liquid -- not at a fixed 
price. 


COMMISSIONER MACKINTOSH: I would like to 
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explore a few different questions that have been 

touched on already, Mr. Thomas. You emphasize 
repeatedly through your brief that the primary concern 
of the Federal Reserve Board is in the amount of 

bank cash, and that that is the thing which you can 
influence most firmly and most precisely, and subject 

to the qualifications you have made to place rates 

of -interest inva sort of secondary position*exercising 
to a degree a function of communicating the availability 
of cash to the various parts of the capital market. 

MR. THOMAS: Allocating. 

COMMISSIONER MACKINTOSH: Allocating. I 
noticed in the evidence before the Radcliffe Committee 
there seemed to be a sharp division, which is not 
unusual among economists, some of them asserting with 
great dogmatism that if you controlled liquidity 
you need not pay any attention to rates, and others 
were equally dogmatic that if you can set the structure 
of rates you don't need to pay any attention to 
liquidity.I take ityour view is that these two things 
are tied up and that the structure of rates will 
flow from all the factors in the market plus the degree 
of Liquidi tm. 

MR. THOMAS: Yes, that would be my view. 

I do not think you can separate liquidity and interest 
rates. They are all inter-related. If the liquidity 
is increased it will have an effect on interest rates. 
To try to fix interest rates without regard to 
liquidity would also be futile except to the extent 


to which there are institutional practices, like the 
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Bank of England can change its bank rate, and certain 
other rates automatically change accordingly. But 

I would say that if the Bank of England changed its 
bank rate to a level which was unrealistic in view 

of the state of the economy and the demands for credit, 
that the rate would be ineffective and there would 

be leakages through one device or another that would 
mean it would not work. Some of those leakages 

would be through the international markets. 

COMMISSIONER MACKINTOSH: And more immediately 
if it fixes a certain rate it is only made effective 
through open market operations ... 

MR. THOMAS: Which affects liquidity. 

COMMISSIONER MACKINTOSH: ... which may in 
turn break down because of the international --- 

MR. THOMAS: Which affects liquidity. 

COMMISSIONER MACKINTOSH: Yes. There is 
quite a volume of literature and discussion on policies 
variously described as bills only and bills preferably, 
and so forth. I take that this is still the policy 
of the Board, subject to somewhat uncertain modification 
from time to time; is that reasonably correct? 

MR. THOMAS: I will speak personally: You 
see, I am a bills only man, pure and simple. I think 
that the policy of bills only or bills preferably or 
bills usually is essentially so unavoidable for very 
practical as well as for theoretical reasons with 
possible variations, which we can discuss, one reason 
being that, as I have pointed out, the volume of 


Federal Reserve operations in the market is very large. 
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We buy and sell something like $10 billion worth 

of securities every year, whereas the net change 

in the system holdings may be negligible -- may be 
one billion or two billion at the most depending on 
how much has to be used to offset gold movements. 

So that, you have to buy something that you can sell, 
and quickly. They sometimes buy $1 billion of 
securities one week and they sell the same amount the 
next week to take care of seasonal needs. So, the 
Federal Reserve prefers bills because the market 
prefers bills. Bills are more easily sold in the market 
than other securities. We have a big portfolio, even 
though on rather short-term securities -- what we call 
certificates which are issued to mature in less than 
one year, and notes issued to mature in less than 
five years, and constantly approaching maturity. 
However, we are practically never able to sell any 

of those securities in the market. We can always 
buy them, but we cannot always sell them. So, most 
of our operations have to be in bills, and I think 
there is general agreement on that. 

COMMISSIONER MACKINTOSH: This is the more 
nearly perfect market. 

MR. THOMAS: It is the more nearly perfect 
market. It is the biggest market; it is the market 
in which you get the minimum of price changes. You 
can run off a bill one week, if you have one in your 
portfolio, and make an adjustment that way. So that 
in order to operate in the market and supply the 


reserves that are needed with the minimum price effects, 
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other than the price effect that is desired at the 

time, you have to operate on something in which there 

is a very good market. Therefore, for very practical 

reasons most of our operations have to be in bills. 
Now, to the extent to which you can find 

an occasion when you buy some other securities, it 

is all right -- our portfolio is $25 billion and we 

really, I think, hold only $3 or 4 billion of bills, 

actually, and we are able to do all this on that small 

amount of bills, and it does not make a great deal 

of difference how the others are held. A lot of 

these have been acquired over a period of time. As 

I said, in 1948 we bought $10 billion worth of long- 

term bonds and still have a lot of them. Others 

are approaching maturity or have matured. However, 

to go more into the broader aspects of it, I think 

the question again gets back to a question of liquidity: 

How much liquidity you want in the economy. If we 

have a situation in which there is inadequate liquidity 

in the economy, in which we have a public debt that 

has a lot of long-term securities outstanding, and 

the treasury is not able to increase the supply of 

liquid instruments by issuing shorter-term securities 

to replace those that are maturing, or you don't have 

enough approaching maturity to provide the liquid 

instruments that our markets would like to have, there 

might be a case for the Federal Reserve buying up 

some of the longer-term securities that the public holds 

and increasing liquidity, which is the same as if the 


treasury could, say, have some advance refunding, or 
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call some issues, and issue some short-term securities 
in Its" place .- “You-‘can do it’ by’ either’ process.-~ It 

is a question of the change in the structure of the 


public debt that is outstanding. 
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Because from the standpoint of the economy the debt that 
is held by the Federal Reserve is not essentially the 
market supply, it is not debt that has been used to 
absorb savings or, to get back to another fundamental, 
the whole purpose of public debt and in issuing long- 
term securities is to finance the government's deficit 
by borrowing available savings without creating money, 
creating additional liquidity and whether the Federal 
Reserve holds a long-term security or a short-term 
security does not make any difference as far as 
that goes because the Federal Reserve is not going to 
buy securities except for other purposes. It does not 
make any difference whether they are liquid or not 
provided it has enough to do its current operations. 

So you have to view the debt outside the 
Federal Reserve and outside of the treasury operations 
from the standpoint of the effect of this debt structure 
on the economy and savings and the investment and 
liquidity situation at any particular time. The 
only occasion for the Federal Reserve to buy long-term 
securities, then, is in case you want to increase the 
liquidity at a time when you cannot do it by any 
other means. We have not been in that situation in 
our public debt structure. Our public debt structure 
igs over-balanced towards the short-term end rather 
than towards the long-term end. 

COMMISSIONER MACKINTOSH: I was just goings 
to ask you do you visualize a different set of circumstances 
in which public debt has a considerably longer average 


maturity than is true in the United States and where 
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the short-term market is less fluid and concentrated 
than it is in the United States. May not in those 
circumstances a bills only policy be impractical? 

MR. THOMAS: Well, I can conceive of a 
situation where that could happen but generally 
the aims of most governments since the war have been 
to get their debt extended rather than to shorten it. 
let us take the other side --- 

COMMISSIONER MACKINTOSH: You say their 
aims have been to get it extended? 

MR, THOMAS: Get it lengthened rather than 
shortened because debt matures awfully fast -- the 
passage of time itself. 

COMMISSIONER MACKINTOSH: That is true but 
they are not always successful in extending it. 

MR. THOMAS: No, that is what I say. That 
ig one reason why if the Federal Reserve or central 
pank ever buys long-term securities it is going to 
be exceedingly difficult for it ever to sell them 
because the treasury can always sell them and would 
always be willing to sell long-term securities if 
the economic situation is such that it is desirable 
to absorb savings and reduce the liquidity of the 
economy. The treasury can do that through its debt 
management and build up and improve its debt structure 
but for the Federal Reserve to attempt to sell long-term 
securities at any time would simply make it more 
difficult for the treasury to improve its own debt 
structure. 


Therefore, I would say that the Federal 
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Reserve operations in short-term securities are not 
only practically necessary, they are almost unavoidable. 
There is seldom any occasion when there is any reason 
for trying to operate in longer-term securities. The 
basic thing is that the net effect of Federal Reserve 
operations is not the small amount of securities it 
buys and sells and the effect on the market at that 
time; it is the ultimate effect of the multiple 
expansion of credit or the multiple contraction, as 

the case may be, as that money flows into other people's 
hands. 

When the banks get the reserves they are 
the ones who decide how those reserves are to be used, 
they tosether with the borrowers, and when the borrowers 
set the money and spend it the ultimate recipients are 
zoing to decide how that money is going to be used 
and you can get some tremendous repercussions that are 
completely out of control of the Federal Reserve and 
they have a great deal more influence on the market 
structure of rates than simply the initial purchase 
by the Federal Reserve. 

The Federal Reserve affects the market 
structure. It affects it more through its indirect 
effects. It is the decisions of the ultimate recipients 
as to how they use the money more than by the initial 
transaction in itself. 

COMMISSIONER MACKINTOSH: Does the Board 
limit its views on the amount of additional or 
subtracted credit which it feels is desirable in the 


system or bank cash or does it take a view of the 
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desirable structure of interest rates even though it 
does not attempt to operate on them? 

MR. THOMAS: I would say that the prevailing 
view is that there is not much they can do about the 
structure of interest rates. Take in the last year, 
there has been an endeavour, as I have said, to maintain 
the level of short rates and there was a sort of view 
expressed that they were going to keep short trates 
from going down but still push down long-term rates. 

COMMISSIONER MACKINTOSH: This was operation 
nudge, was it? 

MR. THOMAS: Well, I think the initial 
author of the word "nudge" would not have carried it 
to the point of saying you could hold up short rates 
and push down long rates at the same time. He would 
have used it in the sense of being in a situation where 
long-term rates are tending down anyhow and you can 
make them go a little faster if you operate in that 
area. But to try to operate in one area in one 
direction and in another area in another I do not 
think he would recommend any such thing and he certainly 
did not have that in mind. It is not a rational 
implication of the use of the word "nudge". 

COMMISSIONER MACKINTOSH: It is not a very 
precise term? 

MR. THOMAS: And, of course, what has 
happened is that we have, as I say, held up short rates. 
Part of that is due to the fact that the treasury is 
pushing the low short-term securities. I think that 


has more to do with it than any Federal Reserve 
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operations in long-term securities because we have 
bought very few. It certainly has not put down long- 
term rates. I am sure long-term rates would have been 
much lower if short-term rates had gone down. It is 
unreasonable to expect investors in a period of 
relatively low interest rates to be willing to invest 
in long-term securities at 34 per cent, say, or even 

i per cent when they can get treasury bills at 3 per 
cent or one year securities at 34 per cent or something. 
They would rather take a chance of being able to buy 
those bonds at a higher level later when the recovery 
comes. 

The only way you can get longer rates down 
is to push short rates down so that people would 
sacrifice liquidity in order to get yield. 

COMMISSIONER MACKINTOSH: On that point, 
assuming the Board increases bank cash and considers 
that an appropriate result of that and an inevitable 
result probably would be a reduction in all interest 
rates, but did not interfere with the structure -- 
they left the market to take care of that -- is it 
possible that you would have to, in order to obtain 
the desired effect over the whole range, push short- 
term rates lower than if you operated over the wider 
band? 

MR. THOMAS: Well, that is a matter of 
Opinion. I would say no. Yes, I would say that if 
you operated over the wider band short rates would 
go down just as much as if you operated entirely 


4n the short-term area. 
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From the standpoint of the Federal Reserve 
loans our operations are not enough of an influence 
on the whole market to affect the structure very 
much. It might temporarily. I mean, if you went out 
and bought -- in order to meet Christmas currency 
demands you went out and bought long-term bonds of 
course you would push the bond price down quite low. 
But you would also bring bonds out at a rapid rate. 

I know one security dealer when this operation nudge 
was being talked about who said he had a supply of 
bonds and he offered them to the Federal Reserve and 
they bought a little bit. Then he came back and he 
offered a great deal more and they changed the price 
on him and he was sore. He was one who was against 
the operation and he was endeavouring to show what 
would be the effect of it. I sais know that it 

was deliberate but he was going to take advantage of 
it and get rid of some bonds at a good price and he 
was convinced there were plenty of bonds that would 
be available if the system really tried to push the 
price up and the yield down. With the volume that is 
outstanding in the market you could buy indefinite 
amounts. 

Again going back to 1948 we bought $10 billion 
worth of long-term bonds and sold $10 billion worth 
of bills and the bill rate still stayed low relative 
to bond yields. 

COMMISSIONER MACKINTOSH: On one of your 
earlier illustrations where you spoke of municipal 


capital expenditures being affected, clearly affected 
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by interest rates --- 
MR. THOMAS: Maybe you are making it stronger 
than I intended. I would not use the word "clearly". 
COMMISSIONER MACKINTOSH: Well, I am sorry 
to put that word in the mouth of a banker. 
MR, THOMAS: Thank you. 
COMMISSIONER MACKINTOSH: At any rate you 
indicated some influence there. Now, that implied 
that if you are increasing the amount of bank cash 
for the purpose of affecting the economy you want 
that effect to fan out as far as municipal bonds. 
MR, THOMAS: I am not too sure of that, that 
you want it to fan out that far unless the public 
is willing to put its savings into bonds but they have 
to make the decision. The public has to make the 
decision when it wants to buy bonds with its savings. 
COMMISSIONER MACKINTOSH: That would prove 
that your action was really directed towards biasing 
the public's decision a bit? 
MR. THOMAS: Yes, it is to encourage them 
fo venture, out.. I think that is right. .It.ia quite 
a different thing from the Federal Reserve go ins out and 
buying the bonds directly, though. 
COMMISSIONER MACKINTOSH: Oh yes, I was 
not suggesting that but you do depend on this spreading 
through the whole interest structure, it is the fairly 
long drawn out effect that you are looking for. 
MR. THOMAS: Yes. 
THE CHAIRMAN: I think this may be an 


appropriate time to adjourn until 2.350. Will that 
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give you sufficient time? 
MR. THOMAS: Yes indeed, I am at your 
disposal any time. 


--- Tuncheon Adjournment. 
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--- Upon resuming at 2.30 P.M. 

THE CHAIRMAN: . We shall now resume. 

COMMISSIONER MACKINTOSH: I just have a 
question or two, Mr. Thomas with reference to the 
so-called operation nudge; am I correct that in 
part this was undertaken in order to maintain a 
relation between New York rates and European rates 
which would discourage the outflow of short-term 
capital? 

MR. THOMAS: Oh, definitely it was part of 
the effect that brought about the decision. Whether 
there might have been a ehaned otherwise, I do not 
know, but there was sufficient to make the committee 
willing to venture into other procedures, yes. 

COMMISSIONER MACKINTOSH: Whatoccurred to 
me was that the United States has been in Hie past 
years much less affected by international markets 
than many countries. We, on the other hand, have : 
lived in a fairly vulnerable position as far as 
short-term movements and capital. Does this mean 
that we in this country for this reason have to take 
a different view than operations restricted to the 
short-term market? 

MR. THOMAS: I should not think so. 

COMMISSIONER MACKINTOSH: Well, is there a 
peculiar set of circumstances in the United States? 

MR. THOMAS: Well, I would say that actually 
in the United States the situation has not really 
changed very much. They have conducted very few 


operations other than in the short-term market. 
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They have not found it necessary or possible even. 
All or most of the reserves that have been supplied 
have been purchasing stocks in the short term area, 
but there were some in the Spring a year ago; a few 
purchases, The treasury purchased a little bit. 

At the same time the treasury was engaged in the 
advance refunding operations and had a lot more in 
the long term area. They purchased some long term 
securities. That may have given a little help to 
the market. The anticipation may have given some 
help to the market, but the policy was never carried 
far enough to have any very important effect on the 
long term rates. 

As I say, the policy has been to prevent 
short term rates from rising. The Federal Reserve 
formally followed a bill's only policy. It has 
recently been following a bill rate. only policy. The 
chief objective was to keep the short term bill rate 
from getting down below some point at which it would 
encourage the outflow of funds. At the same time 
the policy has been to endeavour to supply reserves 
to help stimulate the domestic economy which is in 
a state of slack. So, what has happened is that 
the system has in fact bought all these securities 
that the market wanted to sell in order to keep reserves 
that the market wanted to use, but the system has not 
gone out and bought aggressively to the extent of pushing 
the bill rate down. When the bill rate started going 
down they held back. The result has been that the 


banks have obtained all the reserves the banks themselve 
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wanted, or the market wanted, without the System actuall 
forcing reserves on them, which has had the result, 
as I summarized this morning, of giving es a sub- 
Stantial expansion in bank credit, about $16 billion 
last year, and going at about the same rate this year, 
which is about 7 per cent. Most of it has taken 
the form of time deposits rather than demand deposits. 
I think that is pretty much the policy that is still 
being followed. 

COMMISSIONER MACKINTOSH: Have related 
Operations included operations on Ener rete exchange 
market at all? 


MR. THOMAS: There have been some operations 
on the forward exchange market, mostly by the treasury. 
I think there is some by the Federal Reserve, but the 
System adopted the policy of operating in the forward 
exchange market at about the time I retired, and this 
is very secret, what they do there, and I am not in- 
formed ae to what actually is being done. 
COMMISSIONER MACKINTOSH: That is all I have, 
Mr. Chairman. Perhaps some of the others have question 
in this area. 
COMMISSIONER LEMAN: Mr. Thomas, I should 
just like to refer for one second to paragraph 123. 
This follows on from what Dr. Mackintosh was asking 
you about, and what we have been talking about. iF 
think it is a quotation, actually. It reads: 
"International movements of funds that 
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MR. THOMAS: No, tkat is not a quotation. 
COMMISSIONER LEMAN: No, that is not a 
quotation, it is your own text. 
MR. THOMAS: I will assume the responsibilit 
ror 16. 
COMMISSIONER LEMAN: It reads: 
"International movements of funds 
that can be attributed to interest 
rate considerations may call for policies 
aimed at influencing interest rates, 
especially if eek can be effected 
without long-run damage to the domestic 
economy." 
When I read this I eReesine that the conclusion to be 
derived from it is that you would not be averse to tryin 
to influence the structure of interest rates for that 
purpose and you apparently visualize conditions under 
which this could be done without long-run damage to 
the economic area. Can you tell me what are the type 
of conditions which you feel would permit such an 
operation? 
MR. THOMAS: I think this is maybe what 
I ene call me official explanation of the policy 
that was undertaken, but actually very little has 
been done to influence the structure of rates as such 
except to prevent the short rate from going down. Very 
little has been done to actually push down the long rate 
although a little bit was attempted there which probably 
may have had some effect in stimulating the capital 


markets in the Spring of last year when there was a 
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very large volume of securities issued. If it had 
been pushed far enough to actually try to get the long 
rate down while keeping the short rate up, it might 
have done some damage to the economy. 

What this refers to more is that an attempt 
was made to keep the Short rate from going down but 
Still make reserves available under the conditions 
that were prevailing at the time, but not to push 
reserves out. It was the policy that might have 
been followed if it had not been for the international 
situation. If it had been just the international 
Situation alone and we had been in a booming economy 
we would have let the rates go up much faster than this, 
faster than they actually did go up. 

COMMISSIONER LEMAN: But if you had been in 
a booming economy you probably would not have had that 
international payment problem, would you? 

MR.THOMAS; THat is a question. a do not 
know. I am not sure, but we could have hed . 

COMMISSIONER LEMAN: Well, I am really 
wondering what is the long range damage to the economy; 
the type of damage you visualize? 

MR. THOMAS: Well, to follow a tight policy 
under the circumstances might have, or would have had 
a long run damage to the economy. If you had really 
pushed rates up far enough well, this would have stopped 
the outflow of funds and might have damaged the domestic 
economy. 

COMMISSIONER LEMAN: Oh, yes, I understand 


that, but I was thinking more in the following terms. 
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If the Federal Reserve decided at one point to influence 
the structure of interest rate by changing the spread 
between the longs and shorts; that type of operation 
is what I had in mind. 

MR. THOMAS: Well, what ay sheet refers 
to and what I said was, it was an attempt to keep up 
the level of rates as high as possible without being 
too restrictive on the domestic economy at the time. 
Whether they could ever have followed a policy of 
changing the structure of rates contrary to the market 
forces, I do not know. It was not carried that far. 
What the effect would have been, nobody knows. Ai 
have an idea aout it. My own view is that it could 
not have been successful and we might have had to buy 
a whole lot of long term bonds and still not have been 
successful. 

COMMISSIONER GIBSON: Mr. Thomas, I was 
interested in the way you described the bills preferably 
or bills only policy largely in terms of practical 
considerations on the monetary policy. I have heard 
it described in more emotional terms by people who are 
concerned about the central bank and expressed the 
view about the interest rate curve, and feel very 
Strongly that it ought to stay in the short end of 
the market, but argue that if the central bank inter- 
venes in those areas of the market this creates a 
State of uncertainty which is not beneficial to a 

healthy market. Would you care to say a word 
about this? 


MR.THOMAS: I think that is one of the 
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factors, but that is a more subtle one. I prefer to 
put it on practical grounds because it is better under- 
stood. This becomes more tieceesiuan: but I certainly 
think it is true that if the central bank tries 

to intervene and determines a level of rates which 

have not been determined by the prevailing market 
forces it can get into geiee Serious difficulties 
before it is over. We have the illustration of the 
1943 situation; the illustration I gave of the dealer wh 
was standing there ready to sell us as many bonds as 

we would have, and I think there were lots of others 
who would have come in if they felt that the system 

was really trying to maintain what was an artificial 
level of rates on long term securities. 

COMMISSIONER GIBSON: So that on basic 
philosophical grounds as well as practical grounds you 
favour this policy? 

MR. THOMAS: I favour the policy of limiting 
operations to short term securities. | 

COMMISSIONER GIBSON: Yes. 

COMMISSIONER BROWN: In that connection it 
has been suggested to us, Mr. Thomas, that when the 
central bank does get into this wide Spectrum of 
Operations it has a tendency to discourage dealers 
who would normally carry a large inventory from 
carrying a large inventory, and tend to make the market 
thinner. Would you like to comment on that? 

MR. THOMAS: I think that would be the 


tendency. We have no statistics from dealers. We 
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did not put them on a comparable basis for a very long 
period before these operations began, only September 
to about February. We have had it varied since, in 
February a year ago. 

There is little indication that the dealers' 
positions in those long term securities are more than 
they were before. It is awfully hard to generalize 
on the basis of such a limited period because there 
are all these other factors which determine dealers' 
positions. We have found that when the treasury 
puts out a long term issue the dealers have increased 
their position. In fact, in October last year they 
built up a fairly large condition in some long term 
issues that the treasury was issuing. Some of them 
lost money on it. Some of them were inclined to 
Say that the Federal Reserve did not live up to its 
promises to support the long term market, keeping the 
rate down or pushing it down, and they went in there 
and bought these on the grounds that they could not 
lose. I would not be prepared to be dogmatic, but 
I think the presumption is that the dealers definitely 
say that the market is less certain, but a bond market 
is always uncertain. They have always complained 
about there being no bond market, and they cannot sell 
any number of bonds they want at the price they want 
to get, but that is the nature of the bond market, or 
any market for long term or fixed value assets. You 
always have to wait and you have to find a buyer. 
There are just not that many buyers around, and it has 


to be a negotiated sale. You always find people com- 
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plaining about the thinness of the bond market. su 
Suspect that our government bond market is one of 
the most active markets in the world from the stand- 
point of transactions. If you take the larger end, 
the volume of operation that goes on in the government 
security market, leaving out bills in dollar amounts 
it is many times greater than the daily operations 
on the stock exchange. There is a tremendous amount 
of money that changes hands there every day. 

COMMISS TONER BROWN: I should like to 
Switch over to a slightly different aspect of this 
question on debt management. I was wondering if 
you would review for us in a certain amount of detail 
the division of responsibility for debt management 
and how the treasury and the Federal Reserve is co- 
ordinated. 

MR. THOMAS: Well, UE: Pesponsipility for 
debt management is entirely with the treasury. ‘The 
Federal Reserve banks act as fiscal aBeHvs for the 
treasury and carry out some or most of the physical 
peerat tens of collecting money, issuing securities 
and that sort of thing; receiving subscriptions, 
and certainly the Federal Reserve bank in New York 
and at times others as well as the board itself will 
advise the treasury as to the state of the market 
and as to the possible issues that they might put out 
iu time issues. The treasury will take into con- 


Sideration the state of the money market and the 


reserve situation that might develop at the time, but 
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the decision is a treasury decision, very definitely. 
Any operations that may take place during a period 

of treasury financing, being aware of stabilizing the 
market, are likely to be treasury operations. The 
Open Market Committee had a working rulé that during 

a period of treasury financing the system would engage 
in no operations which would have the effect of changing 
the level of interest rates during that period and, 

to some extent, the system goes a step further in an 
endeavour to maintain a fairly even situation in the 
market during that period. So, if any special factors 
come up that influence the market during the period 
when the books are open on the treasury finance -- 
maybe even for a short time afterwards and before -- 
the system endeavours to maintain an even situation 

in the money market just as it does at Christmas time 
when we have large currency demands, as well as in 
respect to other temporary factors that affect the 
demand for or the supply of money, or need for reserves, 
and endeavour to smooth this out, if we know that they 
are temporary, at the same time trying to avoid getting 
into a situation of actually supporting the treasury 
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Now, for the first few years after the treasury 

Federal Reserve the Board in early 1951 did follow 

the policy of actually supporting the treasury 

issue after it was announced and before the subscription 
came in; at least, any issue that became weak. 

Now, during that period the treasury was 
following the policy of pricing their securities rather 
close to the market; that is, of offering a rate 
that would give a very small advantage to the 
subscribers and frequently the result was that a lot 
of the holders -- if it was an see offer -- a 
lot of the holders of the outstanding issues that 
they might be offered in exchange, would sell them 
rather than take the new issue if they could get it 
at a premium. Frequently in those periods we would 
offer as many as a billion dollars'! Worth of the 
maturing treasury issue before we got through. 

Now, this policy was abandoned in 1953 and 
the treasury has. priced its issues more attractively -- 
tended to price its issues more attractively -- and 
all the market is absorbed one way or the other, and 
when they are faced with;ya question of not being © 

-able to sell at a premium, frequently the¥Y don't sell, 
they turn issueS inmexchange, so that the system hasn't 
been in a position of having to take over a lot of 
securities they don't want and have to sell something 
else to offset it. 

In 1958 when we had a break in the market 
and the. Lebanese situation developed at the end of 


\ 
July just at the time the treasury was putting out a 
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new offering, the system stepped in to purchase some 
of these securities or support the financing that 

was announced and the market was changing very fast. 
The idea at that time was that it would go out and 

buy some of the longer-term securities that were being 
offered. Actually, they ended up by buying the rights 
or the -- or on the "when issued" basis the short-term 
securities that we have offered. There were two 
batches being offered at the time of this announcement 
but very few of the long-term because people had been 
working on the short-term ones, and again we bought 

a billion dollars! worth in afew days. I don't 

think we ever sold those particular issues and probably 
still have them unless they have matured, but we had 
to put something else on the market to offset the 
effect on the reserves and that made the dealers a 
little sore, too, because those who had taken the 

new issue found themselves holding the bag and then 
the Federal Reserve was later trying to dispose of 
some other securities in order to avoid having a very 
large volume of excess reserves running around the 
market in a period of economic recovery when interest 
rates are sure to go up. So that the view is that 

to the extent possible the Federal Reserve stays out 
of the market and it is the obligation of the treasury 
to price its issues and make offerings that would 

be attractive on their own rates without Federal 
Reserve support. I don't know whether that tells enough 
of the story or not. 


COMMISSIONER BROWN: I was thinking also in 
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connection with the timing; does this mean that 
the treasury consults with the Federal Reserve and 
they try to pick a time when the Federal Reserve 
can remain neutral as far as monetary policy is 
concerned? | 

MR. THOMAS: As to the treasury's financing 
date, there is not much choice about that, particularly 
on a refunding operation; they have to be done at 
the time of the maturity of an issue. 

On new money financing they have sometimes 
a little choice, but frequently not very much because 
the treasury doesn't carry a very big balance 
ordinarily but to the extent to which there is a 
choice, yes, the treasury tries to time its financing 
so that it will not come at a time when the market 
is under pressures from other things and also tO 
leave something available in case there might be 
a change in the policy procedure of the system. 

There might be need for some change, and 
for that reason the treasury has tried to have its 
maturities arranged so they will not conflict in the 
market, because by the time they get through with 
one operation they have to start thinking about moving 
towards the next one, but by increasing the amount 
of bills outstanding, which are sold on a discount 
basis and doesn't require market support or nursing 
by arranging its maturities on other issues so that 
they mature about once a quarter, they have more leeway 
or more free time than we had at one time a few years 


ago when there was something maturing almost every 
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month, either maturing or a need for cash. 

COMMISSIONER BROWN: If you do come into 
an area of conflict of opinion between debt management 
and monetary policy, how is it resolved? 

MR. THOMAS: I don't know that there would 
be a conflict of opinion between debt management 
and monetary policy; the treasury makes its own 
decisions as to what they think that » |. management 
ought to be and the treasury in making its decisions 
is likely to be and frequently is influenced by the 
state of liquidity of the economy as to whether they 
want to put out more short-term securities or more 
long-term securities, but mostly because of the structur 
of the debt, which is already over-balanced on the 
short side, they will tend to put out the long-term 
issue whenever they can get away with it and it is 
the state of the market that determines when these 
issues are put out. 

Now, as for monetary policy, the ideal is that 
monetary policy goes on its way regardless of debt 
management and if the situation is such that there 
is a strong demand for credit, relative to the available 
supply, then the interest rates are permitted to 
adjust and also the monetary policy and the amount 
of supplies they think are appropriate for the 
money supply that is suitable under the circumstances, 
and the treasury is just one of the borrowers in the 
market and the treasury has to meet the market terms; 
that is the general philosophy. 


That is what happened in 1959; the treasury 
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met the market terms and sold these issues outside 

the banking system, but it is not a function of 

monetary policy to see that the treasury can sell 

its securities under any terms it wants to sell them 

at any time; they have got to meet the market forces 
and adjust their rates to the realities of the situation. 

I don't understand much about this conflict 
between debt management and monetary policy. I don't 
think there is necessarily a conflict. Monetary 
policy is determined by the monetary needs of the 
economy as a whole and the treasury has to adjust 
toidt. 

COMMISSIONER BROWN: Would you care to 
describe to us how the consulting committee on dealers 
operates? 

MR. THOMAS: You mean with the treasury? 

' COMMISSIONER BROWN: Yes. 

MR. THOMAS: Well, they have two consulting 
committees; one with the American Bankers' Association 
and one with the dealers, the so-called dealers’ 
committee, and the investment bankers association is 
composed of representatives from the dealers and also 
representatives from the bond departments of the banks. 
Frequently the president of a bank will be meeting 
with the bankers! committee and his bond man will be 
meeting with the dealers! committee at the same time. 

Now, they come into the treasury generally 
a few days before the treasury is going to make its 
announcement as to financing. Actually, what frequently 


happens is that they will come in on a Wednesday, 
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the banking committee will meet with the treasury 

on Wednesday morning and go out and have lunch and 
come up with these recommendations in the afternoon, 
and then investment dealers will meet with the 
treasury Wednesday afternoon and the treasury presents 
to them a picture of what the debt problem, is how much 
money they may need, how long it may last them and 
what refunding operations there may be. Most of them 
know it generally already, but it gives them more 
specifically the treasury views as to what it thinks 
its problems are, and frequeatly the secretary or 

the under-secretary will present that and say, “Are 
there any questions on which you would like to have 
answers?" or, "Shall we put out low, medium or short- 
term issues at this time?" and other features of the 
operation, or should it be on an issue if it is 

a refunding problem, should it be offered in exchange 
or offered on a cash issue and pay off the maturing 
one, various questions of that sort which will depend 
on what the attitude of the market is at the time 

and what seems to be coming before the market. 

The committees will then meet by themselves 
and come to some recommendations and will present 
themselves to the treasury, and then at the same time 
the secretary may be asking the advice of a lot of 
other people, including the marketing committee 
and generally I think that the manager of the market 
accounts sits in with the treasurer in these discussions 
with the dealers and the chairman will be there, the 


chairman of the board will be there at various times, 
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and finally the treasury staff gets away with the 
secretary and they make up their minds what they are 
going to issue. The chairman of the board might be 
there when the actual decision is being discussed 

or being made, and that is likely to be made around 
noon on Thursday, and they announce it Thursday after- 
noon and it appears in the Friday morning papers 

and the subscriptions come in on Monday. If it is 

a cash issue it is one day; if an exchange issue 

they are given three days. 

THE CHAIRMAN: You mentioned the chairman 
of the Board. Which board? 

MR. THOMAS: The Federal Reserve Board. 

THE CHAIRMAN: The Federal Reserve Board? 

MR. THOMAS: Yes. 

THE CHAIRMAN: And the Federal Reserve 
Board is generally consulted? 

MR. THOMAS: Yes, but the decision is 
made by the treasury. 

THE CHAIRMAN: Yes, I understood that, but 
they do consult? 

MR. THOMAS: Oh yes. 

THE CHAIRMAN: On the maturities of the 
interest rates and other aspects? 

MR. THOMAS: That is right. Now, currently 
the Chairman of the Board has lunch with the secretary 
of the treasury generally every Monday and any current 
questions that are coming up are likely to be discussed; 
the questions that are of mutual interest to the 


treasury and the board, and I imagine some others at 
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times, and then every Wednesday the under-secretary 
of monetary affairs and the sean af ak ik staff -- 
three, four or five of them -- come and have lunch 
with the board's staff, at which the chairman and 
the vice-chairman of the board attend and the members 
of the board's staff engage primarily on the open 
market operations, and there would be. advisors to the 
board. Primarily what happens is that the advisors 
to the board and the secretary of the market committee, 
who is now also head of the international finance 
division, and when these questions are put -- frequently 
they are on international questions more and more at 
this time a the head of the international finance 
division would be there and the head of the division 
of research and statistics and the members of the 
staff that are engaged primarily in any mapping out 
of the government securities market, and so forth, 
and at this meeting the question of the treasury plans 
and problems -- and sometimes whab ‘she Federal Reserve 
problems are -- are discussed. 

Of course, nobody makes any commitments 
as to what might be done at any meetings like that; 
this is only entirely a wicten wh bau lon and discussion 
in an attempt to get a mutual understanding of the 
nature of the problems being faced, and frequently 
there is a lot of hot argument to express any difference 

that they have in order to arrive at a concensus with all 

possible considerations in mind. 

Then, we have daily contacts with treasury. 


The treasury gets daily reports on the market situation 
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directly from New York from the Federal Reserve Bank 
the same as we do and they are Ai daily contact with 
the New York bank and the market in connection with 
their handling of their cash balances, because they 
keep a minimum balance with the Federal Reserve and 
most of the treasury funds are kept out in the 
commercial banks under what we call our loan accounts, 
where the funds that come into the banks are credited 
to the account of the treasury and certain of the 

big banks charge us under subscriptions for new issues, 
and then the treasury calls upon these as they need 
the money, so they have to be in constant contact 
with the New York Reserve Bank and together they 
decide what the calls should be. Sometimes those 
calls are made with two or thrée: days! advance notice to 
some of the big banks who are subject to call for 
payments on any day; the call may be around about 

11 o'clock in the morning and if the treasury balance 
doesn't conform to the expectations -- that is, the 
treasury balance with the reserve banks doesn't come 
up to expectations -- they make a special call to 


these large banks. 
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If their treasury has a bigger balance than the 

need, they will frequently re-deposit in these large 
banks. That is because the treasury balance at the 
Federal Reserve affects the supply of reserves availabl 
in the market, and they try to keep it even at around 
$400 million or $500 million all the time. So there 
is constant contact between the treasury and the 
Federal Reserve on all these matters; free exchange 
of views; very few secrets. There is a lot in the 
foreign exchange field and the handling of the gold 
and bond balances. 

THE CHAIRMAN: The Federal Reserve position 
in the consultations would be merely an informal one? 

MR. THOMAS: Purely advisory. 

THE CHAIRMAN: Their advice, if they tendered 
any advice, might be different from any advice given 
by the treasury officials? 

MR. THOMAS: Frequently is. 

THE CHAIRMAN: Except when it has the full 
responsibility of decisions. 

MR. THOMAS: It might be different from 
the advice given by the dealers to the banks. 

COMMISSIONER BROWN: You mentioned the 
tax and loan deposit accounts: Do all new issues 
qualify for these? 

MR. THOMAS: Cash issues generally do, yes, 
unless the treasury's cash position is so tight they 
have to have the money right away. Weekly bill offering 
do not because new bills are bid for and old bills 


have to be paid off, but occasionally the treasury 
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will put out an issue of one year bills, longer-term 
bills, or a special issue of tax bills, and put off 
tax anticipation bills that mature within a week 
after corporate income tax dates, particularly in 
March and June, and those bills can be used by the 
corporations for payment of taxes. Those bills 

are generally issued at a time when the treasury 

is spending more money than it is receiving: In July 
and October particularly, December maybe, and sometimes 
January. They may be eligible, and generally are 
eligible, for payment through tax and loan account, 
but mostly any new issue for cash is likely to be 
eligible if the treasury does not need that money 
that promptly, particularly if it is a large issue. 
It is a sort of an underwriting device. The banks 
can subscribe and pay for it through tax and loan 
account. They get the interest on the securities, 

or they sell the securities if they want to, and then 
they don't have to pay until the funds are drawn 
which frequently will last as long as 25 or 39 days 
-- sometimes longer. So it gives them a little bit of 
an inducement, and in the meantime the banks will be 
pushing the securities out into the market if they 
don't want them themselves. It is a very useful 
underwriting arrangement. 

COMMISSIONER BROWN: How do banks qualify 
to become a depositor? I notice that apparently non- 
member banks can deposit? 

MR. THOMAS: Yes. I am not sure I can give 


you the details on that. They have to be of certain 


mret-rescol ,affltd rey eno to sveet as duo suqe £1 Ew 


sloow 8 aiddiw sindsm dedd aliid nolisqtoidas xst 


at yinslvotsasq .eoteb xst smoont sis Togios “1stTs 


ent yd beau od neo ellid saodd bas .sdut bas dousM 
afftd seodT .aoxed to ddemysq rot andtisrogi1oo 


yvisesent edd mefw omit os ts boveat ylisisneg sis 


noantstonok bas .sdyem rediieoed .vinsivofias¢ yedotoo bas 


ais yifersnes bas ,sidiatie ed ys yest .ytsunst 


Vint _l ranivisooes ef SE madd yerom stom saibnmegqa af 
| jayooos msef bas xsd dgvoudd taenysq tot .efdistis 
ed o¢ yiewttl et deso tot eueet wed yas viteom gud 
yenou Jedd been Jon ge0b yrsesond of? TE oldtaite 
,suset onrel 8 af cr th yinsivoldrsg evlsqmorq tsds 
siined adv .esstveb aotdfawrebas as to dtoa s af JI 
nsol bas xsd dgvordd EE vot ysq bas edisoedse aso 
eoidirvose ot oo degetednt eft Seg YouT .SMUOOOS 
nondd side ,ot tasw yoerd it eotiinuoea sdd Ifea yery 10 
owevb ets ebraut end Diva ysq od even d'aob yes 
aie 0€ yo @$ es naol es Seal [Itw ylsneupest dotdw 
to did ofddil & mart eovig tr 08 .tegmol esmitemoa -- 
ed [ftw enosd anid omftepem edd of boas .dnomeoubat a5 
yond tr vows ld lle eotiiuvose edd satdaug 
[utoan viev 6 at tI .eevleaneds modt dasw ttrtob 
Jnemendetis gatdtuwrebau 

vtilsup esasd ob woH :UWOHE AAMOTaeTMMOO 


-don vitaersaqs ¢sdd setdon I taodfeogeb s smooed od 


Stteoqsb ‘mso eNnsd redmem 


evi= aso T eve don ms I .ee¥Y  +eAMOHT .fM 


tto duq bas .elfid xsd to euaet Istoege 5 to! .alltd. 


atesd3s0 to sd od oven yer .dedd go elisiseb elt soy jor 


Nethercut & Young - 3818 = 


Terente, Ontario 


Size, but I think most any bank can qualify except, 

of course, the very small ones which would not want 

to undertake the responsibility of subscribing for 

the minimum amounts. They are divided into three 
classes: A banks. B banks and C banks. The A banks 
are the smallest, and the B banks are the medium-sized, 
and the C banks are the banks with total deposits of 
over half a billion, and they are the ones that are 
subject to a daily call. As far as the others 

are concerned, the call is always at least three days 
in advance. The A banks are called on maybe much less 
frequently; the small banks are called on much less 
frequently than the medium-sized banks. 

COMMISSIONER BROWN: How is the operation 
of debt management on outstanding issues co-ordinated 
with what the Federal Reserve might be doing? As I 
understand it, that is all done through the Federal 
Reserve? 

MR. THOMAS: You mean the exchanges of 
maturing issues? 

COMMISSIONER BROWN: No, to the extent tht 
debt management or other government agencies are 
operating in the market for the longer issues. 

MR. THOMAS: You mean purchasing of securities 
for government accounts, treasury accounts, agency 
accounts? 

COMMISSIONER BROWN: Yes. 

MR. THOMAS: The treasury takes the 
responsibility for that entirely, but it is handled 


through the trading desk at the New York Reserve bank 
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in its operations with dealers. They have generally 

one man who handle purchases for treasury accounts, 

and generally the market is likely to know whether 

this is for treasury or Federal Reserve, but they don't 

always. Frequently there is a deliberate attempt 

to confuse them a bit so that they don't know whether 

it is treasury or Federal Reserve, particularly if 

the Federal Reserve happen to be operating in securities 

other than bills, so that the market won't draw too 

many conclusions from the operation. Sometimes they 

want the market to know and get the presumed benefit 

of the expection, or the psychological effect of it. 

Mostly the operations for treasury account are handled 

in a rather routine manner so as not to have too much. 

effect on the market. It is handled as any customer's 

account -- not to push too hard, to get the best price 

that may be available; but there are times when the 

treasury may want to shift some funds from one security 

to another in order to help out a sector of the market 

that happens to be weak. Tieiel is always a.delicate 

question there of the trustee relationship. After 

all, the treasury is acting in its capacity as a trustee 

for public funds and it has to always be careful 

that it won't be acused of sacrificing the trustee 

relationship just for the purpose of manipulating 

the market -- putting it in its worst possible terms. 
On the other hand. there are times when 

the tresury, like any other investor, would say, "We 

think this security is out of line and we will do some 


shifting, in our judgment. We can better our position 
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by shifting out of one security into another.” 

COMMISSIONER BROWN: We have heard complaints 
in the Canadian market that the dealers frequently 
don't know whether the Bank of Canada is acting as 
agent for a government account or principal, and 
they have the attitude they should always know when 
they are acting as an agent. 

MR. THOMAS: You can't blame them for. trying. 

COMMISSIONER BROWN: The Bank of Canada has 
had the attitude they would like to tell them at 
all times. I was wondering if you. could tell us 
what the reaction among the New York dealers would 
ne? 

MR. THOMAS: Oh yes, they like to know 
everything. One dealer has a bell in the room, and 
when there is an indication that the Federal Reserve 
is in the market this bell rings so that the traders 
will know what is going on. 

COMMISSIONER BROWN: Do they have two bells -- 
one for buying and one for sellins? 

MR. THOMAS: Or. a light shows, or something 
like that. It is their business to trade and any 
information they can get is all to their advantage. 

COMMISSIONER BROWN: In your. paper you 
said --- 

MR. THOMAS: But I may say on this point, 
of course, that the Federal Reserve has always endeavoured 
to make as much information as it.reasonably can 
available to the market and to the public. We operate 


on the principle that the more the public knows the 


atnisigmos bused oved eW .:UWOHA ABMOL@SIMMOD pon enn 


+4 


as gcttos ef sbsasd to aned odd aisditerw won 3 'aeb 


sdnegs. 18 8s aoitos.es, vorld 
Seiiyat 10% mond emelid J'sso voY,.« GAMONT..AM.. 

esd sbsns0 to Wesd oof + VWORS AaMOTeeTMMOD 
ts modd Ifet ot extl blyuow yort sbuttsss sdd, bed 
| av Ifet bInoo voy tt paftirebrow esu. I ..,.ecemts Lis 
binow aislseb 4i0Y wet .edd,,.gcoms onoltoss1 odd Jacw 
| fed 

woon od ontl yeds ,aoy..0,..:aAMOHT ..AM 
bas ,mooy oft at [fod s esd tois)eb,.0n0..).gntdsvyreve 
evisaeh Lsxrebed orit tedd soidsolbalt cas.at siedd .cedw 
arobsit ond dsdd oa egnin [fed egitdd dveNasm orld, oh at 
10 2ofon el isdw woon, .oLtw 

-~ alfoeod owd ever yeds od .:UWOHE ARMOTGEIMMOO 
fonifleg tot eno Das antyud, t0o?D ene 


onisijemos to ,a@wode ddsil @ 10 .»@AMOHT....AM 


vos bas ebsxut ot esenteud wiedd at Jcl....dsdd ott 
~ogsdosvbs xledid ad Ifs et tgez ago yoedd aottsmaoitnt 

yoy Tsqsq iavey al :MWOHSE ASMOLAaaIMMooO 
~~~ Dise 

.sofoq atdd ao yee, yen I du@ .»:@AMOHNT .FM 
ee eee eyewis esd svigeoh tenebee edd gsdd .eeivos to 


neo yidsnoaset ¢f es softsmrotal dovm ss sism.od 


sistogo oW .ofidug sit o¢ bas tedaem old of ofdsiisvs | 


ot ewond oflduq odd stom odd. dedd olqiont1q ssid mo 


' ar 


yitasupeti erelseb.edd tsdd dexram astbsoso edd gt 


bas ,Isqgtontaq 10 davooos dnemntesvon Ss 10% dmegs 4 


nedw wom! evewls bluode yveds ebudisis orlt.ovsed vedt 


a RR 


Nethercut &é Young 0, 3821 — 


Terente, Ontario 


more informed it will be, and the more it will understand 
the operations rather than on the principle of trying 

to keep the public uninformed and to keep them guessing. 
To the extent to which you can keep them informed, 
without having them misunderstand or play the situation 
against the best interests of the market or the country, 
we like to do it. 

COMMISSIONER GIBSON: You don't see any 
reason why you should inform them whether you are 
trading on your own account or on account of the 
treasury if it is to your advantage not to? 

MR. THOMAS: Yes, because we generally like 
not to tell them everythings. 

COMMISSIONER BROWN: You mentioned the 
Federal Reserve Act prohibits the Federal Reserve 
from lending directly to or buying securities from 
the treasury and then you say, "except to a limited 
extent". 

MR. THOMAS: Yes. 

COMMISSIONER BROWN: What is the limited 
extent? 

MR. THOMAS: There is an act which is 
re-passed every two years which permits the Federal 
Reserve to buy up to $5 billion of securities directly 
from the treasury. This prohibition against the 
Federal Reserve buying from the treasury, I think, 
was put in by Senator Glass in the early 30's -- 
the Banking Act of 1933. Then there was, however, the 
exception which was designed originally -- designed 


primarily, let us say, to permit the treasury to borrow 
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from the Federal Reserve if at any time its balance 
sets so low and receipts don't come in according to 
expectations, or expenditures go out faster, or if 
at any time the treasury expects very large receipts, 
as it does on tax dates, in afew days and it doesn't 
want to draw money out of the market to meet current 
payments and a few days later have a great big increase 
in its balance. It will just borrow from the Federal 
Reserve for those few days rather than put that amount 
of pressure on the market: What we call borrowing 
under the special certificate. That has at times 
amounted to a billion or two dollars; it has never 
gotten up to 5 billion. In recent years it has 
seldom been used, particularly since they adopted this 
provision of special calls on C banks that makes it 
possible for the treasury to balance its cash inflow 
more closely than it could when it had to make the 
calls severaldays in advance and never could make 
re-deposits. Since that has been done there has been 
no occasion to use this provision. 

Also, always one of the arguments for it 
is that it is there in case of an emergency. If you 
have an outbreak of war, or a run on banks, or this 
that and the other,and the treasury has to put out 
a lot of money, or the market goes to pieces and you 
can't float an issue within the time limit that is 
permitted, it is there for that sort of use; but it 
is definitely understood that it will be used only 
on an emergency. 


COMMISSIONER BROWN: Mr. Chairman, I had some 
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other questions about the techniques of monetary 
policy, but perhaps some of the other Commissioners 
have questions on the debt management. 

In paragraph 57 you refer to the three 
well known instruments of monetary management: Discount 
operations, purchases and sales of securities and 
bills in the open market, and changes in reserve 
requirements. I was wondering if you would care to 
comment on the relative appropriateness of these three 
different operations particularly with reference to 
the fragmented banking system of the United States, 
and possibly, if you would care to, in relation to the 
different type of banking system in Canada? 

MR. THOMAS: I think there may be different 
requirements in those conditions. Certainly in our 
fragmented or atomized banking system the need for 
reserve adjustments and the need for liquidity to 
meet reserve losses, I would presume, would be much 
greater than in a system of very large branch banks 
covering the whole wide areas of the country, because 
so many shifts of funds that take place as between 
banks would be absorbed within the large branch banks. 

So that, you would not have the necessity for as many 
reserve adjustments, or with some banks being short 
of reserves while others had excess, and also with 
so many of the banks not having very quick access to 
money markets I think it is highly desirable that 
they do have ability to borrow from the Federal 
Reserve whenever they think it is necessary. Since 


the development of the treasury bill market the access 
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to money markets is a little quicker, and even before 
that the country banks, the small banks, made a lot 

of their adjustments through the system of inner 

bank balances with which they had correspondence in 

the cities. They could do that through the telegraphic 
System or through letters and call on the banks = on 
their correspondence for shifting funds from one bank 


to another, shifting them over to the Federal Reserve. 
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So that a lot of the adjustments were made through 
that process, but the city banks, of course, can never 
know what demands are going to be made on them by 
their correspondents and to some extent the same 
thing is true with many correspondents; they may 
shift their balance back and forth, I suppose 
to some extent they feel obligated to let the bank 
know if it is going to be any big shift, but our 
banks are Subject to a very wide day to day variation 
in their reserves which I would think would be greater 
than your banks would have. 

Also, we, I think, are probably a little 
stricter on maintaining reserves up to a point. 
We do it on a weekly basis and the reports come 
in very promptly so that the banks have to be very 
careful about not getting too far out of line in 
their reserve position in any one day because they 
have to make it up in another. And then some of 
the big banks and maybe some of the smaller ones 
too do some very sharp figuring in trying to avoid 
having any idle funds around, and.if they have any 
excess they will try to put it to use very quickly 
either for buying bills or lending it to another bank 
and it will Sometimes end up that we will find that 
inadvertently they are short of reserves and have 
to borrow the last day. 

But we have a lot more access to the dis- 
count window for all those reasons than I should think 
you would be likely to have in Canada. We try to 


see that the discount window is always open and anybody 
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can come and borrow, but it is a window and not a door; 
they are not supposed to go and stay. 

COMMISSIONER BROWN: Just look in? 

MR. THOMAS: Yes. TRey are not supposed 
to live there. And so, when any bank borrows con- 
tinuously then there is some administrative checking 
up on its position and an encouragement to make 
the adjustments that will take them out of the window. 

COMMISSIONER MACKINTOSH: What would you 
consider an overdue stay? 

MR. THOMAS: Well, it is a little difficult 
because tHese things are done on a weekly average 
basis. You cannot say continuous. A bank can 


~d 


borrow on the first day of a statement week or the 
last day of a statement week and get out the next. 
So it would have to be borrowing every week for a 
period of -- I do not know, in collecting statistics 
on it what we do is to have a record of the banks 
that have borrowed so many weeks out of the past 13, 


~- + 


those who have borrowed every week out of the past 13 
and those who have borrowed a majority of the weeks, 
and others who have not borrowed at all. The majority 
of banks never borrow at all. There are just a few 
that really borrow but there are some who are fairly 
continuous and frequent borrowers so it is figured 
out on that basis. It depends on the individual 
Situation. 

There are some banks that are really in 


trouble and have to borrow. Some banks will deliberately 


get themselves in trouble so they can borrow, but that 
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is one of the matters of administration that the reserve 
banks are responsible for and that varies, of course, 
depending on what the general volume of borrowing is. 
So that is the way the discount window is operated. 

Now, the open market operations are 
designed to supply the reserves in a way that would 
make it unnecessary for banks to borrow or to relieve 
them of the necessity. There is no way of knowing 
that the open market operations will necessarily 
result in reserves going to the banks that are al- 
ready borrowing except that we know when we do have 
heavy open market purchases and banks are borrowing, 
those borrowings get reduced awfully fast. There 
is a very quick response and also the reserves will 
go to the banks and very few banks will hold excess 
reserves. There are a few cuuntry banks that con- 
Sistently hold excess balances at the central bank just 
as they hold reserves at correspondent banks. It 
is a form of secondary liquidity reserves, they think. 
But generally that is a fairly steady amount. Most 
other banks do not hold excess reserves so that when- 
ever the system buys securities it has an immediate 
effect upon the reserve picture and has an awfully 
quick reflection on the volume of credit. The banks 
put their money to use very fast by one device or 
another. 

Now, changes in reserve requirements is 
a much more awkward device because it certainly affects 
all banks all over the country and involves a whole 


lot of adjustment. It is very difficult to ever have 
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an increase in reserve requirements without having a 
very marked effect on the money market unless it is 

a situation where there are redundant reserves pretty 
well scattered around and all you are doing is absorbing 
those, but even in 1937 when we raised reserve 

ia Eom a lot and banks had a good deal of excess 
requirements before and eure a lot after phat, 41% 
Still did have repercussions because some banks had 

to meet bank reserves and did not have excess reserves 
to cover. So I think it is a device that has been 
very difficult to use except in the case of a very 
fundamental adjustment in the level of reserves. 

We have used it at times to make reserves 
available at a tine when you have to make quite a lot, 
or want to make quite a lot. It was done in 1954 ana 
1958 during the recession when we wanted to put out 
reserves and when reserve requirements are reduced 
in city banks the response is very fast. Lt is a 
little slower for country banks. 

Sometimes we might, in a period when you 
think you want to put out a lot of reserves but do 
not want to do it in a way that will have a lot of 
excess reserves running around, you might reduce such 
reserve requirements, say, in December, at the time 
of the Christmas currency need and then absorb it by 
selling government securities. 

Some of the congress men do not like that 
because they say this is just one way of increasing 


bank earnings instead of having the Federal Reserve 
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getthe earnings and then it will go back to the treasur 
Of course, on that basis you can finance the whole 
government debt by printing money. It 45 just the 
question of where you draw the line. But ina 
situation, say, as we had in 1959 and 1960, where 
we had a large gold outgo, that reduced the bank 
earnings excess and some reduction in reserve pa 
quirements might have gone a long way towards meeting 


ae 


that. There is a feeling that commercial banks 


= - 


are rather on the high side. It used to be 7, 12 
and 13, .for the three classes of banks for demand 
deposits. They are now 12 and 164 for two classes 
and you can operate a banking system with a lower 
level of requirements and there may be a tendency 
to gradually lower the rates and narrow the range 
between the two classes. There is a point of view 
to that effect, that that may be desirable. But 
it is used primarily for rather major shifts of a 
structural nature rather than to take care of this 
variation in reserve needs. I do not know whether 
that covers all your points. 

COMMISSIONER BROWN: I think so, although 
I think we will probably have some questions within 
each one. For instance, on the discount rate, is 
this pretty well changed all over the country at once 
now? 

MR. THOMAS: Yes. 

COMMISSIONER BROWN: Do you give a signal 
or does it follow the event? 


MR. THOMAS:It generally, I would say, follows 
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the event. éné discount rate cannot get too far away 
from the bill rate. It cannot be kept too far below 
the bill rate because then the banks will be encouraged 
to borrow and hold on to their bills and if it is 
desirable to supply banks with reserves then the 

System should do it through open market operations 


and not force them to borrow. 


If the bill rate is above the discount 


rate the banks would borrow and increase the supply 
of reserves and then that would put the market under 
some pressure. It would also tend to bring the bill 
rate down a little bit and increase the supply of. 

the reserves but the difference there would be one 

of the balancing of forces. The borrowing is in a 

sense a tightening device that offsets to some extent 
the effect of the additional reserves that are put out. 
So actually the bill rate seldom gets very far above Y 
the discount rate for that reason; the banks will 
borrow and then sell their bills. 

Theoretically, the bill rate might get away 
below the discount rate if banks had abundant reserves 
and were not under any pressure to borrow. In fact, 
even under those conditions there are always some 
banks who would have to make reserve adjustments from 
week to week and from time to time and if you get a 
bill rate that is far removed from the discount rate 
you are likely to get an erratic bill market on purely 
temporary grounds. 


Take last year, the bill rate got down to 


2%, the discount rate was kept at 3 per cent. When you 
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would run into a period of temporary reserve needs 
around tax time, the bill rate would tend to shoot 
away up and then tend to edme down. I would be 
inclined to draw the conclusion on that basis that 
probably the holding of the discount rate at 3 per 
cent was probably one cd the factors that actually 
kept the bill rate from going down any more than 
it did because even though we were not we I mean, 
you are ina period of slack there and we were 
following the policy of not letting nite come down, 
but I thought the holding of the discount rate was 
one of the factors that kept the bill rate from coming 
down as much as it did in earlier perieds. 
Of course we had about the same volume 
of excess reserves running around and about the same 
level of borrowing and no great credit demand. a 
we had reduced the diveount rate, the bill rate 
probably would have gone lower is you have to keep 
the discount rate somewhere near the same level that 
the bill rate is and generally what happens is that 
the pressures on the market will cause the bill rate 
to move up or down prior to a discount rate change. 
One time it was used as a signal, say, in 
November 1957. There was a change in the economic 
Situation which was not evident in the statistics. 
The policy had been a policy of restraint and it changed 
again, occurring around September. We had no figures 
that could prove it until really about the end of 
October or early November and money market rates were 


stillisup. There was a little indication in the credit 
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hiwieian, a flattening in the demand for loans and 

we began to detect that and decided in the middle of 
November at an open market committee meeting that the 
discount rate ought to be lowered. It was about 

the time that the treasury financing operation was to 
be announced and the delicate question arose as to 
whether it should hold off making this change in 

the discount rate until after the treasury financing 
or do it before and it was decided it would be fairer 
to the market in general to get it done and there 
were very quick meetings of boards of directors and 
telephone calls and the thing was all done within about 
24 or 48 hour period after the analysis indicated that 
it would be desirable and the announcement was made 
immediately in order to get it done before the 
treasury financing announcement. 

COMMISSIONER MACKINTOSH; Tere is no attemp 
then to hold the discount rate uniformly at the sanctity 
rate? 

MR. THOMAS: Oh yes, it has to be a 
penalty rate. To some extent it is always a penalty 
rate. 

COMMISSIONER MACKINTOSH: If it is below 
the bill rate? 
MR. THOMAS: If it is below the bill rate -- 


well, the bill rate does not stay up very much. It 


as 


stays within a one-quarter per cent range generally 
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and the banks sometimes will borrow rather than sell 


bills if they think the borrowing is for purely 
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temporary purposes because if they sell bills ina 


+e ae ~~ 


tight market and then have to buy back in an easy 
market they will have to pay more for the bills 
than they got so they will borrow for a few days 
to adjust their positions, but it is still something 
of a penalty. They still do that sometimes when 
the bill rate is below the pieeeney eaees 

They wilt borrow rather than bees bills. 
If the bill rate is above the discount rate they will 
tend to sell bills rather than borrow but even so 
borrowing is always in a sense a penalty. They 
do not like to borrow. 


THE CHAIRMAN: We will adjourn for ten 


minutes. 


— 


(At this point a short recess was taken.) 
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THE CHAIRMAN: We skall proceed. 

- COMMISSIONER BROWN : Mr. Thomas ; I wouder 
if we might retrace our steps a little bit. There 
was a question I omitted to ask in connection with 
debt management, 

As we understand the situation, one of 
the results, or at least one of the things that 
does happen in the distribution of the Federal ey 
and a good part of this may arise because of the way 


the debt, or distribution in Canada with dealer 
incentives to make retail sales is handled, is the 
accomplishment of a larger proportion of our Federal 
debt in the hands of individuals. Therefore, a 
relatively wider distribution occurs than would occur 
if it were only in institutional hands... I wonder 

if you would care to comment as to whether this 

might be correct or not and also on the assumption 

that it is correct, what implications it has in 

respect of monetary policy? 

MR. THOMAS: Well, I “ad not been aware 
that you had a ene proport ton of your debt in the 
hands of individuals than we have, so I had not thought 
through the reasons why that might be the case. It 
might be because your individual investors do not 
have other means of investing. Is that true of the 
marketable debt other than savings bonds? 

COMMISSIONER BROWN: Yes. 

MR. THOMAS: You are not including savings 


bonds. You Mave had a very good distribution of your 


Savings bonds too, I think. 


7 a. ee Oe 


~ wee - “geal & elit 


| So srwin® otwewe 
. besoorg ilete eW AMAT AHO SHT 
ey E « RamoegT 1M wos ANMOTLETMHOD 

onedt did of dst 8 aqeve ‘tH0 ‘SoBIseT dnfg.tar ow tt 
ditw sofdgoennoo ai #as od — sg notdeoup & asw 
_dnomegaaset 3 ddeh 

tO 910 eceaeel inigincd and Ace ape ew BA 
tedg Barlld ans to eno gvasel de Oo ,ativeot odd 
ddeb IsroebeW ont Yo moksudiatatb edt at meqqsd aso 
VWBW edd %o sgusosd saeits yam atds to dxsq boos 8 bis 
yelseb ddtw sbeasd ai motiudiudets to .tdeb ory 
add at .bSbonsd et eeleea [tater osm oF vovidmeont 
fershet avo te notdatoqorgq marel s to gnemdaliqmooos 
s .ototeten? .alsvStvibat to abssd odd at tdeb 
xuooo bluow asad aryooco aotivudiadelh tebtw ylevitslor 
vobnow I .abast Isnottudtdant mi yino stow vr If 
aint teddedw od es tnemmoo od ors. bloow voy If 
soltdgnveas edt no oels bas gom to sostt09 esd gAgtm 
t asd gt anottsotiqmt gedw .doerroo af gi tard 
Syoliog yvisieriom to yosqaet 

sxspwe need ton bal IT .ifew :2AMOHT HM 
eit at ddeb suoy to sotsdrogqorq segxrsl s beri voy tse 
tdsyont dom bed I oa .ovaed ow sedd alsubivibat to ebrar 
$I .9889 ont sd Sets. tsdd yodw easoaser odd dgvordd 
gon ob atotaovat Isubtvtbat rvoy seusoed sd dratm 
eid to suid tsdd eI .agntteevat to ensem aterito svsd 
febrnod aanitves msdt reshto ddeb eldstedlram 

.2e¥  :HWONE ABMOTeSTMMOD 

annives gntbulont ton oxs voY :AAMOHT . AM 


mmoy to notisdiatdet hoon viev s bsd evse voy . abrod 


.woids I .ood abnod azunivse 


Nethercut & Young - 383 5 - 


Terente, Ontario 


COMMISSIONER BROWN: That is right. 


MR. THOMAS: That is from the standpoint 


ak 


of the treasury, because they have sold quite a lot. 


~* 


I do not know how I could explain that 


from the standpoint of general economic policy, let 


uS say. Of course, one of the aims of such a debt 


management and monetary policy is to encourage as 


on -—- ° —_ 


much public holding as possible of the debt instruments. 


A&A lot of ours goes out through institutions; banks 


~+ -_- = 


that have time deposits, and they may hold government 
securities as against this saving in time deposits. 

I do not know ic would have to analyze the relationships 
to know what is the Significance of the different 
distribution. 


COMMISSIONER MACKINTOSH: Our dealers 


modestly explain that it is the result of their superior 
selling efforts. 
MR. THOMAS: Maybe that is what it is. 


COMMISSIONER BROWN: I bow and say thank 


you at this point: 


i 


MR. THOMAS: You operate trough more 


ae 


regular security dealers than we do. Our dealers 


in government securities are few, who in turn operate 


“~~ ~+ ~- 


through the banks and other security dealers all 


-~+ 


around the country. In floating your debt you sell 


ae 


them to dealers in general. I do not know whether 


_- 


that should make much more difference. Our banks 
buy them on the tax and loan account basis, so it 
gives them a little profit. Frequently if they 


do not want to hold them they can sell at less than they 
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paid for them and still make a profit. I refer to 
the issues of tax bills, for example. They borrow 
on the tax and loan account. Nobody other than the 
bank would subscribe to these because the banks 
Will pay a higher price for them than a dealer could 
afford to pay, for example, because the banks get the 
exemption of the tax and loan account provision for 
a few days and they may turn right around and sell 
them the next day at less than they paid for them 
and still have a net profit on the operation, or a 
net return on the operation, maybe it is mor correct 
to say. That is still the process of distribution. 
I think in the final analysis as to whether government 
securities are held by the public or by individuals 
rather than by institutions would depend on the 
availability of other types of investments for 
individuals in the relative volume of saving in the 
country. It may be that the dealers do a better 
selling job on them. 

COMMISSIONER BROWN; Well, thank you very 
much, 

COMMISSIONER LEMAN: For one thing, Mr. 
Thomas, I think we discovered last week by talking 
to some of the witnesses before us that so far as it 
can be measured, and this is not an accurate measure- 
ment, a slightly higher proportion of total savings 
in the United States are in institutions than in Canada. 

MR. THOMAS: That is what I was wondering, 
if that would not be true. So it is institutions that 


do invest in government securities or mortgages rather 
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than individuals. 
COMMISSIONER MACKINTOSH: Would it be safe 


to infer that institutions are more market conscious 


+ 


than individuals? 


hehe 


MR. THOMAS: OR, yes, I think So,. yes. 


os ~ 


They hire vice-presidents and pay them big salaries 


to do this. 


~_-> 


COMMISS IONER BROWN: To get back to the 


-_+ 


question of the discount rate, do the purchase and 


re-sell accounts or agreements take place just in 


New York also and are these related to the discount 


rate? 


MR. THOMAS: I am glad you brought that 


up because I failed to cover that. 


—s 


The purchase and re-sale agreements are 


ae 


made only with dealers; non-bank dealers in govern- 


ment securities, so they are only made, or likely 


-* 


to be made only in New York, although other reserve 


aed 


banks have the authority to make them. I think 


~> 


Some have been made in Chicago, but it is most likely 
that the decir) iit do this in the central money 
market where all the buying and selling is concentrated. 
They are more likely to do it that way. This does 

not mean that the money all stays in New York, because 
this really represents the purchases that dealers 

have made in Securities all over the country, and 

the actual bills or securities that are put up may 

be put in another reserve bank. That would be 


effected through the wire transfer system. 


As for the relationship of the re-purchase 
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agreements; open market operations ind discount, I 
think it would be correct to say that re-purchase 
agreements have Bontthine of the nature in each, 

We count them as being open market operations, but 
actually they are Ceepetaby loans to dealers; very 
temporary. They are paid off rather quickly. They 
are generally made at a little higher rate. Perhaps 
not a higher rate than the dealer could have got 

on them, but a higher rate than is likely to persist, 
so the dealers will take up the re-sale contracts 

as fast as they can and pay them off rather promptly. 
So that it is in the nature of a temporary accommodation 
that is ‘likely to keep the market under some pressure. 
It is not as easing as outright purchases. 

COMMISSIONER LEMAN: Is it at a negotiated 
rate, do I gather? 

MR. THOMAS: No, it is not a negotiated 
rate. The account manager has the authority WE set 
the rate. It cannot be above the discount rate and 
it can be as low as -- I forget -- one-eighth or one- 
quarter below the last option rate on the latest 
issue of 90-day bills. I would have to check the 
exact wording of that in the policy record which is 
published in the annual report. Generally it is all 
done at the discount rate, but ina given situation 
where you want to put reserves out for a few days 
and do it quickly, the manager may actually make them 
available below the discount rate. Generally dealers 


can borrow below the discount rate. They can borrow 
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from the market and from the Federal Reserve. fy 
can borrow from banks or elsewhere on the market 

below the discount rate, and generally below the bill 
rate. Sometimes there are temporary stringencies 

and they have to come to the Federal Reserve, and 
whether it is done at the discount rate or a lower 
rate is a decision for the account manager. Whatever 
is done it is the same rate for all dealers as of that 
date. 

COMMISSIONER LEMAN: Is there a Special 
dealer list which is available? 

MR. THOMAS: Tkere is a dealer list. It 
if Aloe Oe seeraes within the system who will enter 
into transactions. We used to have a list of so- 
called approved dealers. We did away with that because 
it sounded like the giving of Special favours to some 
particular dealers. Now they will operate with any 
dealer who is prepared to make markets on his own 
in government securities. They will not operate 
with a dealer who is just a middleman, but if he is 
prepared to make markets and ee government securities 
on his own, and generally he also is expected to 
participate in the option for treasury bills, then 
the system will deal with any dealer who has given 
evidence that he does those things. Also he has to 
have evidence that he has a capital basis that will 
give assurance that he can live up to any contract 
that he enters into. 

" COMMISSIONER LEMAN: You mentioned trading 


~~ 


Federal funds. What is the machinery for this? 
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MR. THOMAS: There are various types of 
operations for that. A large part of the trading in 
federal funds, which anak saceen at the reserve bank 
is simply done by one bank obtaining from the other 

an immediate transfer as of that date, off the books 


of the Federal R2serve in exchange for a cheque which 
is cleared through the clearing house the next day. 
A very large part of the operations are done on that 
basis. 

Government security dealers also trade 
in Federal funds although they probably have to put 
up at times some collateral, or they may enter into 
re-purchase agreements on a Federal fund basis, or 
the dealer may borrow from a bank, either ona 
Federal fund basis or on a regular delivery basis. 


= 


Some banks will not lend to dealers on a cash one day 


= ee 


basis. They will lend, but the money is not available 
until the next day. Some will lend on a minimum 
credit basis. There is a great variety of transactions 
that can meet the definition of Federal funds. Basicall 
it is an immediate exchange on an immediate basis of 
a balance with the Federal Reserve, and that will be 
repaid either the next day or within a very short period 
of time; mostly the next day. This avsort:of, day -lLoan 
COMMISSIONER GIBSON: Do you see any 
objection to the marketing of Federal funds from a 
central bank point of view? 
MR. THOMAS: Well, this again is sort of 
a personal view because there is some feeling in some 


parts of the system that this is sort of getting around 
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the Federal Reserve. EG 184 way of getting Federal 
heserve credit without having the discipline of coming 
to the Federal Reserve. 

My own view is that I look at it the other 
way. It is a device for making use of Federal Reserve 
funds that are already available in the market. Lf 
those funds were not obtained by the banks that needed 
them, the banks that needed them would be coming to 
the Federal Reserve and borrowing. We would actually 
have more credit and more reserves outstanding, and 
the banks that had the excess would be under pressure 
to pay them. Whereas, if they could sell them to 
another bank that needs them temporarily they actually 
‘reduce the amount of Federal Reserve credit that is 
available. At least that is the way I would analyse 
ig 5 

There are others who think that sometimes 
it is a way of getting away from the discipline of 
the Federal Reserve and the discount window. If the 
banks could not get the Federal funds they would have 
to come in and be subject to more restraint. 

COMMISSIONER GIBSON: Do you particularly 
want to see them when they need Federal funds? 

MR. THOMAS: We get reports every day from 
all Federal fund transactions from all of our banks, 
and any action using tke discount window is taken 
into consideration. 

COMMISSIONER GIBSON: There is one thing I 


would like to clear up in respect of the discount window. 
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You told us that you had an analysis of the wikia of 
times the banks came to the discount window each — 
and you said in a 13 week period there would be some 
who would come in every week, some four or five weeks, 
and some would not come at all. Now, you did not 
make it quite clear, but you did take a mildly dim 
view of it. The banks that come in every week in 
a 13 week period; that is a phenomenon with which 
you are not very happy? 

MR. THOMAS: Yes. That bank is using 
Federal Reserve credit. The bank is borrowing in 
order to increase its lending capacity. If the 
bank borrows Federal Reserve credit it is putting 
additional reserve credit in the market, and that 


may be more than the Federal Reserve wants to supply. 


It is very important that borrowing be restrictive. 
Otherwise, if banks come in and feel free to borrow 
at any time in any amount you would have great difficult 
in keeping the supply of reserves under control. 
COMMISSIONER GIBSON: You do not feel the 
rate is a sufficient penalty to keep them away? 
MR. THOMAS: No, it is not always a sufficient 
penalty. | 
COMMISSIONER MACKINTOSH; What do you do to 


1 


discourage it? 


dee 


MR. THOMAS: Well, that varies in the 


different Federal Reserve banks. The Federal Reserve 


a+ -+ 


Banks have a great deal of administrative freedom in that 


regard as to how they discourage it. They will either 


~+ -~_- es 


raise their eyebrows to the man who runs the money desk, 
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or the president of the bank or the chief officer is 
invited to come in and have a talk with the president 
of the Reserve Bank or loans officer and analyse the 
Situation to see what that bank is doing in the way 
of lending; how it is using these funds and what 

its portfolio is. It is a pretty careful analysis 
of the bank's position. They find out where this 
borrowing goes, and find out if the bank is really 
in difficulty and cannot get out of it. 

Of course, the bank manager will sometimes 
say: Do you want me to sell government securities? 
Are you trying to force me to sell government securities? 
I think the answer generally is: "We do not tell you 
how to make this adjustment, that is your decision". 
There are various ways of doing this. After this 
practice was started, one bank used to borrow quite 
frequently and probably for justifiable reasons, and 


the manager then said: "I am not going to subject my- 


self to this‘ I will never borrow". 
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COMMISSIONER MACKINTOSH: This may be 
professionally a kind of off-key Bate, but everything 
else is the market. 

MR. THOMAS: Yes. 
COMMISSIONER MACKINTOSH: There is no 


moral suasion, no attempt to preach at them; you put 


your transactions through the market and await the 


market reactions, but here you say that the discount 

rate may be even a little below the bill rate but 

that the best people will not take advantage of that. 
MR, THOMAS: Well, that is ---. 


COMMISSIONER MACKINTOSH: There is almost 


aw de 


an English accent in your voice! 


Pe 


MR. THOMAS: Yes, tmat is the difficulty 


rare <> 


that arises when you deal with thousands of individual 
banks; you are always going to find somebody who will 
take advantage of a privilege, an undue advantage, 

and then you have to remind them of the conventions. 
COMMISSIONER MACKINTOSH: What is the 


- 


reason ou it could not be a shade above the bill 
rate? 

MR. THOMAS: Well, it is not always the 
bill rate; some ees might borrow in order to extend 
eredit:. 

COMMISSIONER MACKINTOSH: Oh, I see. 

MR. THOMAS: You see, there is eee 


am 


great variety of rates and any bank might find it 
borrow 


profitable to sv it at a discount rate and loan -- 


the bill rate is the more important because by con- 


+ ~+ - 


vention -- it is mostly through bills that banks do 
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+ 1 - , ~_+ 


adjust their reserves; if they want reserves they can 


+ ~- 


always have bills, but actually the bill rate is a 


more accurate reflector of the degree of pressure 


+ a+ , “+ 


that the banks are under at any one time, and that 


« ~_+ + ~~ 


is the instrument which they are most likely to 


~ 


use or it is the instrument that is more closely 


related to the assessment rate, but actually, if 
an individual bank wants to go invand borrow and 


make loans and mortgages, or consumer eredit (or 


~ + 


farmers or what not, he can always find some way of 


+ “~- 


Showing that it is a profitable operation and you 


will have to have a very high discount rate to dis- 


te ie 


courage all that sort of thing: whereas it is much 


better to let them think that they have the privilege 


for use in a temporary adjustment, but to encourage 


~+ 


them not to use it. 

COMMISSIONER GIBSON: But is there not a 
maximum amount which any bank can borrow? > 

MR. THOMAS: No. 

COMMISSIONER GIBSON: Is it a matter of 


discussion on each occasion? 


= + 


MR. THOMAS: Te general rule is that the 


bank can borrow any money it wants to borrow but if 


+ pre 


it persists in it then there is some discussion. 
Nowadays it would be very rare for any Reserve Bank 


to refuse or even question a bank's request to borrow 


~+ 


at the time it makes a request. Later it might; later 


~~ - 


it might say that you have to get out of debt. 


COMMISSIONER BROWN: What collateral do 


-_+ 


you have? 
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MR. THOMAS: Practically all of the 
borrowing nowadays iS on a note which matures within 
15 days and is secured by short term government securities. 


That is the most convenient way of borrowing, and most 
banks keep short term government securities in safe 
keeping, and we mean in safe-keeping in a Reserve Bank, 
and it could be supplied within a matter of minutes or 
hours. Of course, they have the right of borrowing 
on any So-called eligible paper which, according to 


+ 


the Federal Reserve Act, when we have treasury bills 
or short term government securities it was a 90-day 
commercial paper, or you could have a six to nine month 
agricultural paper. 

Now, they could go and re-discount that 
paper if they wanted to or use it as collateral for 
a Single note, but for convenience and ease of operating 
it gradually moved more into the -- I mean, they did 
move more into the borrowing with the government securit es 
with collateral. Even in the 1920's most of the 
borrowing, even when it was based on eligible paper, 


wasoOn one note with a bunch of eligible paper as 
collateral, rather than a direct re-discount of the 
paper. 

COMMISSIONER BROWN: You mentioned a 15-day 
note; can they borrow for 13 days or one day? 

MR. THOMAS : They usually borrow -- I am 
not sure whether the note is actually written for 15 
days or one day; it could be written for anything 


less than the 15 days, but theygenerally pay it off 


aS quickly as they can get the money to do it. If 
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they do it for one day they aki come in and renew it. 
I suspect that a good bit of it is on a one-day basis. 

COMMISSIONER BROWN: This may be kind of 
a side issue, but they try to avoid borrowing over a 
weekend? 

MR. THOMAS: Well, tRe reserve period 
ends on Wednesday, and if they come into Friday 
with a big deficit, that deficit is carried over in 
his average for three days, so that they may rather 
borrow on Friday in order to avoid having this effect 
of an average for the week, but a good bit of the 
borrowing is made as of Wednesday and may be in 
rather large amounts to cover the deficit that 
has accumulated, but if they have a deficit at the 
beginning of the week they may borrow on Thursday 
and be sure and pay it off on Friday so it will not 
carry over the weekend, but they have it at the 
beginning of the week and if they think they will 
need it they will borrow, but if they think there is 
a chance they may adjust their position before the 
week is over, they will wait and borrow at the end 
of the week. 

COMMISSIONER BROWN: Does the surplus also 
get averaged for the weekend? 

MR. THOMAS: Yes, what they do is to -- 
you have the reserve balance every day and that is 
averaged, and then you average their deposits and 
the deposit position. The deposit position is at 
the opening of business and the reserve balance is 


at the close of business, so they do have one day's 
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Mak there on what they are operating on the reserve 
positions and they know what they have during the pe 
so the deposits as of the close of business from Wednesday 
to Tuesday, or at the beginning of business on Thursday 
to Wednesday are averaged, and the reserve Be aac aia 
are figured on that basis and their reserve balance 

as of the close of business from Thursday to Wednesday 
is averaged and balanced off against it. Adgo, in 
addition to the reserve balance, you also count the 
cash in the vault and this is figured as the opening 

of business; that is something they know they have 

got at the opening of business. 

COMMISSIONER BROWN: Would you care to 
comment on the question of a direct linkage between 
the discount rate and the bill rate? 

MR. THOMAS: A direct linkage? 

COMMISSIONER BROWN: Somewhat the system 
which we have in Canada. 

MR. THOMAS: You mean the automatic 
variation in the discount rate? Well, there are 
people who think it would be useful to have that sort 
of system. My view -- and I think this is probably 
the prevailing view at present, at any rate -- 
is that we would rather have the discount rate fixed, 
probably, beeause there are times when we do not mind 
banks borrowing; we would rather have them borrow and 
adjust a temporary situation than to have the pressure 
come back on the market. If the discount rate is 
always above the bill rate, they would tend to be 


selling bills through it all during a period of 
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temporary pressures, and we would rather have them 
borrow for those few days and take care of that -- 
because we know it is purely temporary -- than to 
have that pressure coming on to the bill market. a 
think that is briefly the Bie Bies and sometimes you 
may not want to let the discount rate go down. 

In the last year, for example, we were 
trying to keep the bill rate up and it is more 
convenient to have a discount rate fixed than to 
have it run, and this bill rate went down for purely 
practical reasons and we also have some temporary 
variations in our bill rate, but I think it is better 
to have the discount rate fixed. 

Of course, there is the other argument 
that impresses some people and I think it should not 
be ignored and that is the signal effect of discount 
rate change. This is used as a definite indication 
of.a shift in policy, you might say, or a shift in 
the situation, the recognition of a shift: in the 
Situation. 

COMMISSIONER LEMAN: In connection with 
that, Mr. Thomas, someone made the suggestion some 
time ago that you could still have the benefit of the 
Signal effect by changing that spread. 

MR. THOMAS: Yes, that has been suggested, 
but I do not know; it seems to me you can get it more 
Simply by just fixing the rate where you want it, 
but that is just a matter of slight preference and 
I would not try to argue too strongly one way or the 


other, 
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COMMISSIONER LEMAN: In talking about Signals 
despite the fact that you do not seem to approve 
much of persuasion -- or moral suasion -- is it 
true to say that the Federal Reserve in the States 
use what is called an open mouth policy of explaining 
pretty well what its thoughts are about the general 
Situation and does this constantly, or doesn't it? 

MR, FHOMAS: Well, I think it is true 
that ie Pedéeral Reserve endeavours oe give the public 
as much information as it can about what it does 
and why. 

Now, by that I think i said to you privately 
that anyone who is familiar with what the principles 
are under which the Federal Reserve operates and is 
familiar with the economic Situation, ought to be 
able to know what Federal Reserve policy is or is 
likely to be, because the standards are reasonably 
definite and the system policy is adjusted as sated 
as possible to the economic situation, and a 
there is also this tendency on the part of the market 
and the public to attribute any change in interest 
rates or in the degree of stringency in the money market 
to Federal Reserve policy and it may be due to changes 
in the market forces. I think that the importance 
of policy and policy changes is not to over-emphasize 
it as market values. 

COMMISSIONER LEMAN: This stand you take on 
it worries me a little bit because of the fact that 


people who are in the business, in the financial business 
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should be able to figure out nearly what the Federal 
Reserve policy should be from time to time, or is from 
time to time and that this should be as a result of 
the knowledge which they should have about the 
condition of the economy, or is it because of the 

sort of open mouth policy of the Federal Reserve 

in explaining how it feels in the situation. 

MR. THOMAS: | No, it is more based on the 
information that is subteley. available as to the state 
of the economy. The Federal Reserve does not have 
much information that the public in general does not 
have. We get a little quicker information about 
the variations in reserves; we get this every day 
and the public does not have that, ud we get a little 
more information maybe about what the treasury is 
going to do, but most people can figure that out about 
as well, and sometimes the information which we have 
may be misleading rather than ioe rere ; These attedpts 
to look: on day to day fluctuations, Senne Winkée 5 can 
mislead you, so that as a arse proposition I would 
think that the whole years in Federal Reserve 
policy is over-emphasized. That is one reason for 
doing away with supporting the government securities 
market; the dealer has got more interest in knowing 
what the Federal Reserve is going to do about the 
market than they were in determining what the real 
market forces were. 

COMMISSIONER LEMAN: And that creates problem 


for the Federal Reserve? 
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MR. THOMAS: Exactly, not to mention the 
dealers and the economy as a whole. 

COMMISSIONER BROWN: The suggestion has 
been made that if everybody had the same information 
and nope of the same opinion, there would not be 
-@ market. 

MR. THOMAS: It is the differences of views 
that make the market, but those differences should not 
necessarily be about what the Federal Reserve policy 
is going to be, but differences of appraisal of the 
forces of the market, and people ought to be able to 
do that as well as the Federal Reserve. 

COMMISSIONER BROWN: Now, in the open 
market operations which were discussed -- which were 
touched on in connection with debt management -- you 
went into some detail on the daily discussions that 
took place between the Federal Reserve board in 
Washington and the market in New York. What sort of 
operating authority is given to the New York market? 

MR. THOMAS: To the manager of the account 
in New York? That is an awfully good question and 
not a very easy one to answer. I have a copy of the 
formal directive here which gives the broad operating 
principles under which he is supposed to run for 
the next three weeks, and frequent ly that does not 
change very much; it is not changed every three weeks, 
sometimes there are small changes but in general he 
draws his conclusions from the discussions as to -- 


it goes around as to exactly how he should operate and 
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he has to adjust to the pressures that develop in 

the market and there is a tendency sometimes to say, 
"Well, you will get about the same level of free 
reserves to excess reserves and minus borrowing at 
the banks) which indicates this is a measure of a 
degree of ease or tightness that is occurring in the 
market. It is not a bad guide for day to day operations, 
but it is not a satisfactory guide for long term 
operations because if you get a situation where there 
is a vigorous credit expansion and a reserve increase 
at a pretty fast rate and you keep a given volume of 
free reserves, then you will keep feeding reserves 


in response to the demand. 
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On the other hand, if there is a credit contraction 
that is bizger than you think is desirable, and the 
banks pay off their borrowings and build up excess 
reserves, and you absorb this excess, you are encouragin 
a continuation of the contractive forces. So, as 
a longer run guide free reserves is not a very good 
guide or market manager. It may be a useful indication 
to the public itself as to the degree of tightness 
or ease that is being maintained. But even then it 
is subject to wide fluctuations because of temporary 
forces that you don't know about until after the 
event, because we don't know what the free reserves 
are as of any day and to the next day, and even some 
of those elements are estimated: The volume of 
required reserves we don't know until a couple of. 
weeks later, although we do get daily reports from 
the big banks that give us a basis for pretty 
good estimating. 

Another guide would be, what is the level 
of required reserves, which is another way of saying, 
what is the level of money supply or the volume of 
deposits. So, you maintain a given volume of total 
reserves that would make allowance for the fluctuations 
you expect to occur and keep a given volume of reserves. 
That is theoretically a good guide, but if the banks - 
borrow to obtain those reserves then that is one degree 
of restraint. If they get them without borrowing, 
there is another degree of restraint. So, you have 
to take into consideration where the reserves came 


from. So, there isn't any single satisfactory day-to-da 
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guide. You can look at the market behaviour sometimes, 
and the performance of the market itself would give 

an indication of a build-up of pressures. You don't 
know whether those pressures are building up because 
there is a stronger credit demand, or something is 
drawing away reserves temporarily, or there is 

a poor distribution of reserves in some banks and 

not in others. 

So, he has to just watch all these forces 
and try to maintain a volume of reserves that is close 
to the level that is considered desirable as he 
possibly can at any period. Therefore, you try to 
avoid giving him a very specific figure. He has 
to use a certain amount of judgment, operating within 
the broad’ directives. 

COMMISSIONER MACKINTOSH: Is he ever given 
a direction as to the level of interest rates? 

MR. THOMAS: Yes, at some times he is given 
that, such as the indication to keep the bill rate 
from falling much -- in fact, that has been a directive 
in the past year and a half: Keep the bill rate from 
declining. I think this directive that I had in here 
has a little interest rate factor in it. Paragraph 
75 at the bottom of page 30 of my version: 

"Ro implement this policy, operations 
for the System Open Market Account shall 
be conducted with a view to providing 
reserves for bank credit and monetary 
expansion(with allowance for the wide 


seasonal movements customary at this time 


opin) cohnawle 


.2outdemoa imolvedsed dexdism odd te Hool meso voY. sebiug 
evta biyow Sid t tacinale edt to sonamitetieqd odd bas 
d'gob woY .eexsesstg to qu-biind s to notdsofbat nas 
seugoed qu paibiliud ets se1yeaetq szodd rartonw word 
ak gaidcomoa to .brameb tibo ro tescotte s ek i stedd 
ai siedt so ,ylivedtoqmes essvisees ysws xotws 1b 
DIS adisd omoe at geyvreeset to mottudtutetb r00g 8 
-eredto af sor 

esoret seont [fs dotew tamt.otd asd ed .da.. 
seolo ak gsdd egevisess to smutov gs ntsiatam ot vat bas 
en es sidsifeeb beasbkanoo ef tedd Lovell edt ot 
ot Yat oy site tered? -bolveq yas ts aso vidileacg 
esi of .styaki ofiteege yvrev s mid satvia brovs 
aiddiw satisiego ,tinesmabut to tavems abstdass 8 say og 
“9. eevidoortb bso 1d odd 


aevig isve od el sHeOTuIAQAM ASMOLAcIMMod 


Sgoter deeretat to [evel ont of es nottoetb Bs 

bands afl ed eomit omoe Js .seoY :@AMOHT AM 
sis1 [fLid eAd goed od nokdsotbat odd es dove .tsdd 
evitooytih s need asd tart Jost at -~ doum antilfst mort 
moxrt eysi [Ltd edd qoesd :tisd s bas sss y seasq edt at 
ered mt bsd I dedd evidoortbh etdd Natdd I .gntatioeb 
fiqsitesi1sF Jf at yotest etsy desretat elt¢til s esd 
:ftotarey va to O€ exsq To wodtod edd ds cy 

enotisiego .yotleq airs tnomeiqmt of" 

ifsde tavoooA ted1sM asqO moteve orld 0% 

antbive sq ot weftyvy s Adtiw betoubmoo ed 

visisnom bas tibexs wosd sol Revises 


ebtw edd tot sonswolis dtiw)aotensaxe 


emid aldd is vasmoteus etnsmevom Laenoasce 5 wort 


Nethercut & Young -” 3856 - 


Terente, Ontario 


of) the vyear)«.«." 

This was in December. 

" .. but with a somewhat slower rate 

of increase in total reserves than during 

recent months. Operations shall place 

emphasis on continuance of the three-month 

Treasury Bill rate at close to the top 

of the range recently prevailing. No 

overt action shall be taken to reduce unduly 

the supply of reserves or to bring about 

a rise in interest rates." 

You can argue as to whether you need both 
directives but at this time there was a feeling that 
they didn't want to let the bill rate go down. 

COMMISSIONER BROWN: How does he operate? 
Does he operate by quoting in the market, or does 
he operate by responding to other people's quotes? 

MR. THOMAS: Well, he does both. If the 
operations are small he is likely just -- well, we 
have a trading desk there with half a dozen traders 
around a battery of telephones, and dealers are calling 
sn all the time to report on the market, and if they 
have any offers they are likely to say, "Are you 
interested in this?", whether they are purchased on 
treasury or some agency account. They also operate 
for foreign central banks. Dealers are likely to 

come in and say, "We have such and such: Would you 
be interested in it?" Certainly, if there is pressure 
on the market they will be coming in and saying, 


"We have got to sell something", or, "We want some 
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R.P.'s. ", or, "We have a little of this and a little 
of that." So, if the operation is small they are 
likely to take up some of those offers that come in,. 
but if you want to engage in a big operation you have 
what they call a go-around, and the traders at the 
desk will each take the: name of three or four dealers 
and call as fast as they can and say, "What can you 
offer us?", and they will take down the offers by 
issues and by price, or maybe the dealer will say, 
"Tet me think about it and I will call you bank", and 
within ten minutes they will have a sheet there of 
offers from all different dealers and they will go 
down, generally a take those at the best 
price, or they may make some endeavour to distribute 


the purchases by types of issues so they don't get 


too many of one issue, and sometimes they will emdeavour} 
to distribute it as much as possible among the different 
dealers, other things being equal, and in that way 

they will buy as much as they feel they want to 

supply in the market, and what they feel they want to 
supply may sometimes be influenced by the volume of 
offers. If there are a big bunch of offers at what 
seems to be reasonably low prices it may be an indication, 
in itself, that the market needs assistance and they- 
may supply more at the end than they would when they 
started out. However, generally they will have a rough 
figure in mind as to what they will need to buy in | 
order to supply the reserves they need to supply 

for that period or vice versa on the selling. If they 


can't get it that way they may go out and offer the 
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dealers and lower the rate to encourage them to come 
in. 

COMMISSIONER BROWN: You mentioned they also 
operate for foreign central banks? 

MR. THOMAS: Yes. The foreign department 
of the banks will give the security department the 
orders for the foreign central banks. Some of the 
operations for foreign central banks may be done directly 
through the system. If the foreign central bank wants 
to buy and the market is strong and you don't want 
to put any more pressure on the market, the system 
may sell directly from the system account to this foreign 
central bank, and the net result of that would be a 
reduction in the reserve availability, assuming the 
foreign central bank drew the funds in from the market. 
If the foreign central bank is buying out of funds 
alrady on deposit with the Federal Reserve, it is 
a Wash operation, but still the result in the long 
run would be a drain on the market because the foreign 
central bank will either replenish its balance or has 
previously built up a balance. This is foreign central 
banks and governments. | 

COMMISSIONER BROWN: Would you care to tell 
us about the role of the Federal Reserve in the weekly 
bill auction? 

MR. THOMAS: On the weekly bill auction, 
because of this provision that the Federal Reserve 
cannot buy from the treasury, for a long time the 


Federal Reserve never entered the auction at all. 
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All during the war when we were supporting the treasury 
bill rate at 3/8 per cent we sort of had an understandin 
with the dealers they would buy bills and turn around 
and sell them right back to the Federal Reserve with 

a very small commission on it -- I forget what it was 
now. Even though the Federal Reserve held practically 
all the bills, and was generally just a ro.l-over, you 
had to replace the bills that you had and you had to 

go through this process of going through a dealer 

and getting him to bid for you. Finally, they 

came around to deciding -- well, actually the treasury 
in its offerings of bills said, "We will accept either 


- 


cash or maturing bills as payment”. There it was 


Cd 


ruled to be an exchange operation. The Federal 


~—* 


Reserve can exchange any of its maturing issues for 


a new issue without considering that this is a purchase 
direct from the treasury. So, now what the system 
does is to put in a bid like every one else for new 
bills up to the amount of its maturing issue; never 
any more: sometimes less, depending on whether for 
policy purposes you want to have some bills run off. 
The option is done on Monday; the bills are taken up 
on Thursday, so the decision has to be made on the 
basis of a projection as to what the reserve situation 
would be the following Thursday. Frequently, however, 
a good guess can be made as to that: we know what 
certain factors that may come into the market at that 
time will be, but, generally speaking, the system 

will put in the bid and by the time it puts in its 


bid there has been an exchange of views on the market 
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and you have a fairly good idea as to how the bidding 
is going and put in the bids so that you will be sure 
to cover, or maybe put it in very close, so that if 
there is a bigger demand than they thought there 
was going to be the system may not get all of its 
bid, but that is sort of one way of keeping the 
market on an even keel. Generally, it bids the 
same way anybody else does except for the limit of 
the maturing issue. 

COMMISSIONER BROWN: I have one question 
I would like to ask on reserve ratios. You mentioned 
that now they count the till money in the measuring 
of the reserves? 

MR. THOMAS: Yes. 

COMMISSIONER BROWN: Formerly they didn't, 
and my question is, why was the change made? Did they 
find the other not practical, or not accurate enough? 

MR, THOMAS: No. It was a matter of 
equity as between individual banks. For all practical 
purposes Federal Reserve notes “eld in the vault of the 
bank is the same as a balance with the Federal Reserve 
Banks so far as the banks! necessity to obtain reserve 
funds goes. From the standpoint of the pressure 
on the market both are obligations to the Federal 
Reserve Banks, and for the bank to obtain any form 
of clearance he has to go to the Federal Reserve Bank 
and draw on its reserve balance. By not permitting 
these balances to count there was also a tendency on 
the part of the banks, when they got more eash than 


they needed, to ship it into the Federal Reserve, and 
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this was particularly true over the weekends: ae would 
ship in a lot on Friday and come back and get it on 
Monday morning, which didn't serve any useful purpose. 
Then there were some banks that found it necessary 

or felt it was necessary to hold odd amounts of cash 

in other banks relative to their deposits. Banks 

that were far removed from the Federal Reserve Banks 
would hold more than those that were close to the 
Federal Reserve Banks, and since they served the same 
purpose, there were restraints on credit expansion; 
there were non-earning assets, and it was decided 

it would be more equitable to permit them to count 

this cash as part of their reserve balances for meeting 
required reserves. That was basically the reason 

why it was done. 

Originally, the reason -- in fact, in the 
original Federal Reserve Act they were permitted to 
count cash. It was discontinued in 1917 during 
the First World War as a way or drawing in gold 
from the member banks, into the reserve banks, ee 
also was continued on the grounds it would be an 
encouragement for the banks to draw out gold rather 
than hold it in the basic reserves of the reserve 


System. 
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phe we Some misunderstanding about ok 
not only on gold but on the significance of gold cash. 
I knew of one very large bank who held several million 
dollars worth of Federal Reserve notes in its vault 
in the 1930's at a time when it had excess reserves 
because they said they did not want to put their 
deposit in the Federal Reserve Bank because the 
Federal Reserve Bank would then buy securities 
with it. They did not understand that Federal 
in exactly the same way as the Federal Reserve 
deposit. 

THE CHAIRMAN: We will adjourn now. 

MR. THOMAS : I am glad to end on a note 
of levity. | 

THE CHAIRMAN: It is very appropriate. 
If “tits not Tusaver tet to you if we meet at a quarter 
Sea I in tte morning then we will be sure to finish 


before the noon recess. You wish to get away and 


probably some of the members do. 


--- Adjournment. 
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Ottawa, Ontario, 
Friday, July 20, 1962. 


---AT 8:45 A.M. THE HEARING RESUED: 


THE CHAIRMAN: We will now resume. 
COMMISSIONER BROWN: Mr. Thomas, I have 
two or three questions that I would like to catch 
up on that I omitted to ask yesterday. The first 
one is what type of securities are eligible for 
purposes of resale agreements -- straight money market 
securities, or are there others? 
MR. THOMAS: Let me look that up. This 
is specifically set forth in the authorization of 
operating procedures that is adopted by the Open Market 
Committee once a year and it reads as follows: 
om The Committee reaffirmed the existing 
authorization to the Federal Reserve 
Bank of New York to enter into repur- 
chase agreements with non-bank dealers 
in U.S. Government securities -- an 
authorization that had been reaffirmed by 
the Committee each year since it was 
first granted in this form on August 2, 
1955. The authorization, which continued 
to be subject to the understanding that 
repurchase agreements at rates below the 
discount rate would be used only sparingly, 
specified the following conditions: 
Py Such agreements 
(a) In no event shall be at a rate below 
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M, discount rate of the Federal Reserve 


Bank on eligible commercial paper, or 
(2) the average issuing rate on the 
most recent issue of 3-month Treasury 
holies” 
be lower than one or the other of those. 
higher than the discount rate as I said 
"(b) Shall be for periods of not to 
exceed 15 calendar days; 
(c) Shall cover only Government securities 
maturing within 15 months; and 
(ad) Shall be used as a means of providing 
the money market with sufficient 
Federal Reserve funds to avoid undue 
Strain on a day-to-day basis. 
Zs Reports of such transactions shall 
be included in the weekly report of open 
market operations which is sent to the 
members of the Federal Open Market Committee 
ce In the event Government 
securities covered by any such agreement 
are not repurchased by the dealer pursuant 
to the agreement or a renewal thereof, 
the necusul ae thus acquired by the 
Federal Reserve Bank of New York shall be 
sold in the market or transferred to the 


System Open Market Account." 
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COMMISSIONER BROWN: I wonder if you would 

also give us the reserve requirements of various banks 

that are not members of the Federal Reserve system, 

that is, the limit which is placed upon their reserve 

requirements? 

MR. THOMAS: Well, they vary quite considerably 
among the states but mostly their percentage figures 
are similar to the percentages that are set by the 
Federal Reserve for member banks. Some states, the 
largest states at any rate, have authorized their 
banking boards and banking commissions to make adjust-= 
ments and they generally make the adjustments any time 
that ir alia malian sini changes their requirements but 
that is not dicdieiisiontny true. In some states they 
have no such legal requirements. I think the State 
of Illinois has none. In the State of Louisianna 
they can hold certain state and local government 
securities as reserves and there are variations of 
that sort. 

Pen was one important difference that 
no longer exists and that was that the non-member 
banks counted their vault cash, as well as balances 
held with other banks, whereas until 1958 or 1959 the 
member banks could not count vault cash. Consequently, 
even though there was the same percentage figure, the 
non-member bank had in effect a lower requirement if 
vault cash was included. Member banks have to hold 
their required reserve in the form of vault cash or 
balances in the Federal Reserve Banks, and in addition 
need to maintain for working purposes balances with 


other banks. 
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In actual prattice when you compute the total cash 
holdings of banks relative to their total deposit 
liabilities their differences are not very great. 

The banks, aS a matter of practice, tend to hold up 

to as much as 25% of their demand deposits in the 
form of cash in vault balances with the Reserve banks, 
and balances with other banks, and that ratio does not 
vary greatly. It does vary to some extent but not too 
greatly. Most of the non-member banks are small banks 
anyhow. It does not make a great deal of difference. 
Theoretically it can make a difference at some state 
asin a tight money situation of some sort when the 
banks were squeezed, the non-member banks would have a 
little advantage. 

COMMISSIONER BROWN: Is there any difference 
between the requirements for non-member panks that 
are in the deposit insurance scheme? 

MT, THOMAS: Not on reserves, no. They are 
regulated as to the payment of interest on demand and 
time deposits. They are prohibited from paying interest 
on demand deposits and the Federal District Insurance 
Commission ‘can set limits of its own to interest on time 
deposits which have always been identical with those 
set by the Federal Reserve. There is a little dif- 
ference in the definition of what is interest and a 
long argument on it because the Federal Reserve has 
said that any bank that asonie exchange charges on cheques 
payable by other banks obtained on deporié is in effect 
paying interest, that is, if the cheques come in for 


deposit and are sent to other banks and those 
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banks charge exchange and the correspondent bank 
absorbs it, that is payment of interest. The Federal 
Deposit Insurance Corporation has as members a lot of 
non-member banks , who do not pay their cheques at par. 
They have ruled that that is not payment of interest -- 
an unsettled argument that has been running now for 25 
years. 

Mr. Brown, I would like to supplement an 
answer I gave you yesterday when you raised the question 
about why private individual investors in the States 
hold smaller amounts of government securities than in 
Canada. I think the answer is that most of our rich in- 
dividual investors hold tax exempt securities -- 
securities of state and local governments and therefore 
they would be less interested in U.S. government 
securities. There possibly also is a greater tendency 
to hold equity rather than fixed interest securities in 
the states than there is here. I am not sure of that 
but I imagine that may be one factor but eertainly the 
tax exempt feature must be a very dehin went eause of it. 

COMMISSIONER GIBSON: Following along Mr. 
Brown's question about reserve practices, you were 
mentioning yesterday the different reserve requirements 
for different kinds of banks against demand deposits 
and against time deposits. As I understand it the 
original idea of the different reserves against demand 
deposits was because of differing needs of liquidity 
particularly with the smaller banks carrying reserves 
in the larger banks in cities. You have narrowed 


this down to two specific areas, the country bank and 
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the larger banks. What is the philosophy there? 
Has it the same pede? 

MR. THOMAS: Well, on this question I have 
views that are not necessarily those of the Board but 
let me say first, to. get the points on which there is 
agreement or at least fuaan is an official explanation, 
it is not now considered that reserve requirements 
are for liquidity purposes. ..The function of reserve 
requirements essentially is a control over the ability 
to. extend.credit on the basis of a given amount of 
reserves. Actually, a reserve requirement is not 
ligquid.in.a.sense;..it. is. liquid for the purpose of 
meeting a short-term trend. It is there and can be 
drawn out but it has to be made up so it is not 
altogether liquid. It is there also in case of a bank 
failure. or closing and it is an asset which is worth 
100 per cent and not subject a any depreciation on 
the. value... Generally it is considered that the 
purpose of reserve requirements are used as a fulcrum, 
that is, a control over the volume of bank credit 
and money supply. 

The second point is the reduction in the 
classes of cities to two from three. We used to have 
a central reserve city classification of New York 
and Chicago banks, especially the larger banks. This 
change was made not at the suggestion of the Board but 
under pressure from the large banks over the protests of 
the Board. 

There are some members of the Board, some 


people in the Federal Reserve system who take the view 
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that it would be logical to have a uniform requirement 
for all banks so the protest may not have been too 
vigorous but, nevertheless, it was a majority view of 
the Board at the time and the unanimous view of the 
Board that Bier ere Kode prepared to recommend a 
uniform requirement partly for very practical reasons. 

It is very difficult to get uniformity given 
a differential that exists without them raising require- 
ments for country banks or lowering them for city 
banks. This is not only politically unfavourable but 
also from the standpoint of the effect on the economy 
Seidedtnely ‘durPicult to raise requirements for any 
class of bank. Be Ue them to liquidate assets 
they have carried for some time and the lowering of 
“pequirements for city banks would release a great many 
reserves faster than would seem advisable and as always 
whenever any lowering of reserve requirements takes 
place there is always a pressure towards distributing 
it over as many banks as possible. 

After all, there are more country banks 
than there are city banks and oe have runs on them 
too. So it was practically exceedingly difficult to 
bring about a state of uniformity although it might be 
accomplished over a period of time and the American 
Bankers! Association made a recommendation to that 
effect. 

COMMISSIONER GIBSON: Uniformity would be 
as good as or better from a standpoint of monetary 
control? 


MR. THOMAS: From the standpoint of monetary 
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control there we get into differences of opinion and 
theory. I happen to hold the theory that I think 
there are differences between types of money and that 


these differences should be recognized in the reserve 


7 requirements. The very fact that we have a difference 


in requirements as between demand deposits and time 


deposits, for example, recognizes that there are 


@ifferences there. There are people who would argue 


doing away with all reserve mequitomept¢ on time 


deposits. I think the Commission on Money and Credit 


had a recommendation in that direction or at least a 


suggestion which ‘seems to me to be inconsistent with 


the: ! idea that you should have a uniform requirement 


: geatwat time deposits which they also dehatmendes 


“because if there are differences in money quality 


as between demand deposits there are also differences 


as between money qualities in time deposits. It is 


a very difficult concept to measure what these 
differences are. We can measure ‘théie by the turnover 
geton 4s measured by the debits against ninetin tie 


accounts but we ‘know that they are oyer-stated, the 


differences, because there are certain financial 


accounts that turn over very rapidly. Take the dealers 


in government securities, their deposits turn over many 


times every day and they have a time deposit at the 


end of the day which is only a fraction of the volume 


of transactions, that go through their account in the 


course of the day. Always the general run of private 


individual personal account is certainly less than 


or not over once a month and often less than once a4 
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month or twelve times a year or less. The average 
turnover runs around 20 times a year -- in the country 
banks 15 times and around 25 in the city banks, 30 to 
40 at the larger city banks. In fact, the Federal 
Reserve had a committee in 1931 to study the whole 
problem of reserve requirements, which made a 
recommendation for requirements that would be based 
partly on volume of deposits, partly on turn-over. 
That was never adopted and never really pushed. The 
Board was reluctant to push such a difficult scheme 

as that, although in my opinion it is the only logical 
way of facing this problem of the role of reserve 


requirements ‘as a monetary regulator. 
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That is one of the failures of my career with the 
Federal Reserve. I was never able to convince the 
Board that it should be done. 

That is the theory of it, anyhow. 

COMMISSIONER GIBSON: Thank you very much. 

Would you care to say whether you think 
the relationship between ihe two ratios on demand 
deposits and the ratio on time deposits is fairly 
reasonable from a practical working point of view, 
again from the standpoint of monetary policy? 

MR, THOMAS: Yes. There, of course, 
is no precise guide; it has to be by rule of thumb. 

It is going to depend very much on what the banks 
do about their ee deposits. It has been an academic 
question heretofore. 

We eee problem in the 1920's when 
there was a tendency on the part of banks to attract 
time deposits and a lot of funds which were really 
demand deposits were shifted into time deposits, and 
they were allowed to draw cheques on them. Since . 
then we have a regulation which ichinite the payment 
of interest on demand deposits and limits payment of 
interest on time deposits. They have worked out a much 
more precise definition or rule as to what is a time 
deposit and what is a demand deposit, which we did not 
have before that. 

In the nearly thirty years that that has 
been in existence we have not had any very good test 
of it because interest rates during most of the period 
were low. There was no tendency on the part of banks 


to pay very high rates on time deposits, or to attract 


“eal 
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them. They did not need to attract them very much, 
but gradually the rates on time deposits have risen. 
Recently the Board permitted the banks to pay 
as high as 33 per cent on time and savings deposits, 
payable in from 6 months to a year and as high as 4 per 
cent on any such deposits that remain in the bank for 
as long as a year. This again is along the line of 
recognition of differences in the money quality of 
deposits. In respect of deposits of less than six 
months the bank cannot pay over 2% per cent, and any- 
thing less than three months cannot be over one percent, 
and on anything ea eee 30 days, no interest can be 
paid. This gradation is in recognition of the 
distinction in the degree to which the deposits 
can be really considered as a savings or as money. 

Now, aS a result the banks have been 
competing more actively for time deposits. We have 
had in the past year a tremendous increase in time 
deposits. It began last on even before the rise 
in the interest rates, when there was a limit of 3 per 
cent. We are expecting the interest to be even more 
this year. There are some possibilities that given a 
situation in which it is attractive to banks to draw 
in time deposits and invest them profitably, the turn- 
over of time deposits will increase. If we have a rise 
in the general level of interest rates, for example, ther 
might be a tendency to make conditions a little easier 
for time deposits by relaxing the restrictions. We 
already see some Signs of that. The Board spends 


a great deal of time making interpretations as to its 
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regulations in respect of time deposits. Banks will 
come in with various sorts of a gimmick, and the 

Board must rule as to whether this is really a violation 
of the regulations or not. If it becomes true that 

a lot of pretty volatile money, or relatively volatile 
money, comes into time deposits, then I think this 
would raise a question as to whether there should 

be differences between different types of time deposits 
in reserve requirements. I doubt if that situation 
will arise or any such remedy will be recommended, but 
there could be a logical case for it. 

I certainly think that the argument for 
having no reserve requirement against time deposits 
is not a justifiable one. It would be more logical, 
let us say, to see regulations extended to non-bank 
financial institutions which engage in similar 
activities than to do away with it in respect of the 
banks, because this is awfully close to money. 

COMMISSIONER BROWN: If the percentage 
requirements are changed at any time what sort of notice 
is given? 

MR. THOMAS: Well, if there is a reduction 
you do not need to give much notice. Sometimes they 
have made a reduction in the middle of a reserve 
period and made it effective at the beginning of the 
reserve period, but generally there is a little 
notice. 

Of course, if requirements are raised, they 


try to give quite a lot of notice. The only time there 


has been any increase in requirement percentages recently 


was in respect 
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of country banks, and it was raised from 11 to 12 per 
cent at the time they were permitted to count their 
vault cash as reserve and about a dozen banks through- 
out the country happened to have cash holdings con- 
siderably less than one per cent of deposits. In the 
main, country banks hold an average of around 4 per 
cent, so for most cases it was not any burden. 

COMMISSIONER LEMAN: Mr. Thomas, there 
is one more weapon of control, that is used here in 
Canada, and that is the secondary reserves in banks: 
Your comments in respect of that subject are mainly 
concentrated in paragraphs 90 and following in your 
brief at page 37. I believe you indicate there that 
you believe that this liquidity ences is something 
for administration by the banks and you do not believe 
in it very much from the point of view of monetary 
control. Am I interpreting those paragraphs correctly? 

MR. THOMAS: I think so. I also indicated 
yesterday at one time that they really are not means 
of monetary control unless the asset which is required 
to be held to satisfy the liquidity requirement is limite 
in its availability. 

Now, the two aspects of monetary policy that 
are essential are that there be reserve requirements, 
and there be control over the availability of the 
reserve assets. The second in a sense is more important 
than the first. We have countries which do not have 
reserve requirements. Denmark banks have no reserve 
requirements, but they have learned that if they 
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bank credit one or two things happen; it is accompanied 
by an increase in the demand for currency or it is 
accompanied by an increase in the demand for foreign 
exchange. The bank has to come immediately to the 
central bank to get funds to meet the currency demand 
or the foreign exchange demand, so they maintain 
conventional liquidity ratios. I think the same thing 
is true in Britain. They have no formal reserve re- 
quirement, but they have a well established tien 
and practice. That would not work with us because 
we have 14,000 banks, each one having different standards, 
there would always be a few of them that would abuse 
the privilege. It would be exceedingly difficult 
to police 

I think the secondary reserve idea has been 
abused in a great many countries. They ade it as a 
form of selective credit control to encourage the 
banks to put their money into certain types of assets 
rather than certain other types of assets, and then 
think they have regulated credit or money supply when 
actually they have only created an inducement to 
expand the money supply because the banks go into 
these particular assets. 

One central banker in a European country 
Said about the reserve requirement in general that 
he did not think they were necessary, that they were 
just devices to make it necessary for the central bank 
or commercial banks to buy more government securities. 
Secondary reserve requirements are frequently used simply 


for that purpose. It was a 
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means of forcing the banks to finance a deficit. It 
certainly can be used for. that purpose if you want, 
and some countries do use it for that purpose. 

I do not have great confidence in the use 
of special or supplemental, or marginal, whatever you 
want to call them, reserve requirements as a means 
of monetary control. We played around with the idea 
in 1947 and 1948 at a time when it was felt that we 
had to support the wiaticas for. government. securities. 
This was one way of absorbing funds that we would 
create by supporting the market for government securities} 
It is a way of forcing banks to hold on to their 
government securities rather than selling them 
to the Federal Reserve and putting their money into 
something else. At that time a lot of sales of 
government securities were being made not by banks 
but by investment institutions, particularly insurance 
companies. It would not have been a solution, but 
it might have ae better than nothing. | 

COMMISSIONER GIBSON: The basic thinking 
here of putting in secondary requirements, Mr. Thomas, 
is more directly connected with the prime responsibility 
and bank lending policy and changes in central bank 
practice. 

MR. THOMAS: . You can do that by controlling 
the cash reserves. In England they refuse to control 
cash reserves because the Bank of England accepts the 
idea that it has to buy treasury-bills at a rate, so 


therefore they resort to liquidity requirements 
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and regulate the availability of treasury bills through 
debt management. That works all right as long as most 
of the bills that are available are held by the banks, 
but if a lot of the bills are held outside and the 
banks can go and bid them away, I think it could break 
down. 

COMMISSIONER LEMAN: On the average if 
we try to make a comparison between the United States 
banking system and the Canadian eabe I think we should 
find that the cash reserve position is a little higher 
in the States than in Canada. 

MR. THOMAS: That is right. 

COMMISSIONER LEMAN: But in the States 
there is no secondary reserve requirement. 

MR. THOMAS: I do not know that it makes 
a great deal of difference just how high the reserve 
requirement ratio is, as long as reserve availability 
is regulated. The lower the ratio the more control 
central bank can exert, because the expansion ratio is 
much greater and there is more leverage. You can argue 
either way on that one, but it is the ao Sioa to which 
they have the courage or conviction that they should 
regulate the availability of cash reserves that is 
important. 

COMMISSIONER LEMAN: What I wanted to ask 
you, Mr. Thomas, has reference to the fact that the 
Federal Reserve nevertheless does watch the total 
liquidity of the banking system. 

MR. THOMAS: Oh, yes. I should like to 
make certain that I do not under-emphasize the need 


for liquidity in the banking system. 
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COMMISSIONER LEMAN: Yes, but is it quite 
a scattered pattern of liquidity in the whole banking 
system in the States or is it fairly uniform? 

MR. THOMAS: I think it is quite scattered, 
yes. You could work out averages that will show 
it is fairly uniform, but I think there is quite 
a variation within the averages. Each bank has a 
different liquidity need, and different ones have 
different concepts of their liquidity needs. Some 
are by nature more cautious than others. There is 
variation. 

COMMISSIONER LEMAN: Does this come in again 
in respect of this distinction between country and 
city banks? 

MR. THOMAS: Yes, the city banks Hae 
borne the brunt of a great many of the sdgjos tient 8 
back and forth, so they try to get liquidity instru- 
ments. On the other hand they try to keep more fully 
invested. The country banks are likely to use their 
correspondent balances, which means that form of 
liquidity is a means of making adjustments. The 
country banks are likely to hold relatively as much or 
perhaps more non-earning liquid assets in excess of 
required reserves than the city banks. City banks 
would hold more in treasury bills, or Federal funds, 
or something of that sort, which they can shift into 
and out of, and at the same time get a return. 

The ‘money-market vice-president of a city 
bank is a very — person. He can justify his 
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that the bank's money is kept in use. 

COMMISSIONER LEMAN: This is partly because 
the eae banks keep balances with city banks? 

MR. THOMAS: Yes, that is right. 

COMMISSIONER LEMAN: Now the other subject 
I intended to ask you questions about is this. Is 
there a gern ma wh loan rates in respect of members 
of the Federal system? 

MR. THOMAS: A ceiling on loan rates; 
no. 

| COMMISSIONER LEMAN: There is no ceiling? 

MR. THOMAS: Except in respect of the 
usury laws in the individual states. Different states 
have different requirements as to the ceiling on rates 
that can be charged on loans in general under usury 
laws. In some states they will have, say, an 8 per 
cent ceiling, but in a cotton region the farmer will 
come in and borrow from the bank, say $1,000 in April. 
He will get $920 credit, and he pays back that loan 
when he selis his cotton, which might be in October or 
it might be December; it might not be until March, but 
he pays back $1,000 and that is still counted as 
8 per cent. So we find that average return on loans 
for banks at country banks in the daden west may be 
around 10 or 12 per cent, even though the usury laws 
may say 8 per cent, or 10 per cent, or something like 
that. 

COMMISSIONER LEMAN: These laws apply to 


everyone, banks or other lenders? 
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MR. THOMAS: I think so. I am not a lawyer 

so I would not want to be too precise about that. 

COMMISSIONER LEMAN: Well, many of the 
selective controls wére briefly referred to yesterday. 
You mentioned the principal ones which have been used 
to a limited extent in the United States, such as the 
stock market margin requirements, finance company 
down payment requirements, and that sort of thing. 
Do you feel that those should be used only if there 
is some kind of a crisis developing? 

‘MR. THOMAS: Well, I would not want to 
Say much about that. I feel that the margin re- 
quirement control is basically essential. Because 
of our particular money market situation as it 
existed up to the late 1920's, liquid funds in banks 
and others were sent to New York to lend on the stock 
market; on the call money market for stock exchange 
loans. That tended to have a very important eyelleal 
effect on the economy. The funds were put there 
when they were obtained and that stimulated the stock 
market. As economic activity increased, funds were 
shifted from call loans to business loans and pressure 
was put on the stock market. Eventually, generally in 
the fall of the year, we would run into money panics 
Which created difficulties throughout the country, and 
the stock market declined. This would lead to decline 
our whole economy. 

The Harvard Economic Service had a set of 
curves sharing leads and logs that worked up to the 


1920's. 
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They showed lags which were quite regular and logically 
consistent; better than our present system of leading 
indicators, which is sort of a mumbo jumbo, tea leaf 
reading, while the others had a logical consistency. 

In the 1920's the Federal Reserve came in and 
relieved the pressures or made it wanda to relieve 
the pressures by increasing the availability of credit. 
Stock market credit built up to a tremendous volume, 
and the only way of stopping that -- at least, it was 
felt one way of stopping it was to regulate it at the 
demand level, and that was done through margin require- 
ments. Probably it is advisable to continue it, though 
volume of such credit is now a very small fraction of 
the total. Whether it would get any bigger if we had 
lower margin requirements or no margin requirements 
remains to be seen. It probably would. However, it 
is a very outstanding example of the speculative use 
of credit that can be unstabilizing. 

I don't think we have other examples that are 
striking. Of course, during the war we had consumer 
credit control and also during the Korean situation, 
and probably it was partly effective, but the more 
important reason for holding down consumer credit was 
the limited availability of goods which could be bought 
on consumer credit. 

Since the removal of the regulation consumer 
credit has moved up said down, but not very drastically 
and it hasn't been an Cidktowet unstabilizing element 
in the economy. There is very little evidence that 


we need specific regulations on consumer credit. 
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Besides that, it is an exceedingly difficult 

thing to administer. There are various ways of getting 
around such regulations. You have to regulate all 
retailers and dealers and all types of financial 
institutions. As legal and administrative problems 
become more and more difficult, the more restrictive 
it becomes. It doesn't matter too much when people 
don't want to borrow, but when they do, then it becomes 
difficult and the means of evasion get worked out more 
effectively. It is like foreign exchange control, and 
things of that sort. 

Then, selective controls are only useable, 
I would say, or feasible in a type of credit in which 
you have a very specific collateral or very specific 
terms of re-payment. It is practically impossible to 
use them for something like business inventory credit. 
When a business borrows nobody knows what it is 
borrowing for, borrowing to build up its own inventories 
and to finance its customers. You have to have a complet 
study of the sources and — of funds of every business 
to really come to some conclusion as to what the credit 
is being used for. A lot of these loans are short- 
term and can be shifted from one bank to another, so from 
the ‘administrative standpoint it would be exceedingly 
difficult, and I think impossible, to ever try to 
impose a selective control in business credit. 

In the final analysis, what difference does 
it make? If the banks lend more for one purpose 


they have less to lend for the other, as long as the 


divelTIthb ylenthseoxo ns eb th .dsdt asblesd@  ooa yous 
outttes to sysw avottsy sis evedT .vedetatmbs: ot: artes - he 


ifs etsluges ot sved woY  vanobtslege1 dove -brivors 


fstonsmi?t to aseqyd [fs Bese exolseb brs anreliistox 
amoLdord oviterdelalmbs bas [spel eA wanottutitant 
svicvointesey otom ond .dfvoltiib etom bas oxom smoosd 
eslqosq asiw doum ood setdsm v'mesob JI .esmoosd) tt 
gomooed dk ment ,ob Yedd. nedw Jud ,worred: od dasw th mob 
STOM iin tude Jeg nokesve to anssm sdt bas divoltttb 
bas .foxrtnoo szansnoxe agierot eXitf efi dTIo wyloewtdosttie 
| \. Stee teddy to egrtat 
.oldssa:n Yine sis elortdnoon evitvostlse  .medt 
doldw at vibews te sqyut s mt eldtesst 16 ,vwse biwvow T 
oktiosga yroV to fexvetsifoo olitosgqa yrev s.eved oy 
od eldkesogmt yllsoitvosrq af 31>. stnenysq-or: to earred 
Jibero Yrotmevatl agentend stil antdtsmog tot’ meds sar 
ei ti Secw awond ybhodom eworted eesnterd s nodW 
esirotnevnt awo adt qu blind ot gntworrod (rot ankworrod 
tolqmoos s svsd of oven woY wavemodebo ati sconsott ot bas 
eesnitasd yisvs’ to ebawt to ines iia eniiaeele nt. to ybhute 
dibevo ond dsdw o¢ as notesfomoo smoe ot omoo Yi laser od 


-Iyxoda sis ansol. saeds to to£l A ..t0t beans anted at 


mort og .werdtons od Masd sno mort betitde ed:maso bre mre 
yligatbssexs sd biyow 3k tntoqbasta svitdsittetnimbs odd 
es yus aie ov ,sidisgeoqmt Mectets Eobuss.tivottttpb 
sibsto esgenterd mat foxrsaoo svivostos 8 se8ogme 

@s0b sonerettib dedw .ateyisns feat? edd nt 
SsOdING Sno tot stom pret adnsdesdd Poexnsar tL 


edd aes gaol as ,tento edd tot bmef od aeel evs yort 


Nethercut &é Young -3885 = 


Toronto, Ontario 

central banks exercises control over the total volume, 
which is the more important thing. It is what the 
‘public has in the way of money; tide: fer more 

unos tated than the purpose for which the bank loans 
money in the long run. 

COMMISSIONER LEMAN: But there are certain 
uses of mienibiy ‘ube eis quite a lot of a different 
impact on the economy than other uses? 

MR. THOMAS: That is right, but they are 
very difficult to control by just controlling bank 
credit. The Federal Reserve credit increases at the 
rate of a billion or two billion a year, and total 
bank credit increases somewhere from five to ten 
billion a year on phectiwitdiee deposits, and the total 
onemata from all sources ieihiann wine 30 to 60 billion 
a you eal the uses that people make of their money 
is a great many times the “on of money outstanding, 
and to try to control just one small segment of the 
uses of credit that goes through banks is like trying 
to control the dog wagging his tail, I guess. It 
might work, but you can never count on it working 
and particularly if the pressures are great enough 
to be important; very likely the public is likely to 
be ingenius enough to find ways of getting around 
a regulation of that sort, and also you get new credit 
institutions organized to ao ® job which we prohibit 
the banks from doing. We are always prohibiting banks 
from doing something and then somebody comes in and 
creates a government agency to do what the banks are 


prohibited from doing. We find it in all countries. 
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COMMISSIONER LEMAN: But besides all these 
administrative difficulties you mention, and which 
are noticeable in this field of selective controls, 
does it come back to your basic objective of maintaining 
operation of free markets? 

MR, THOMAS: That is right, and regulating 
the over-all money supply, the over-all volume of bank 
credit, which creates the money that becomes available 
to the public and the public decides what it will use 
it for. Keep your eye on the main objective and then 
you have to use other devices for regulating what the 
public does with its money, but you can't control 
the use of money by deciding what the Federal Reserve 
puts its into or even what the banks put their money 
into. | 

This is not saying that it couldn't regulate 
the nature of bank loans and investments; one does 
that for reasons of. solvency and soundness and the 
ensuring of the banks! ability to meet their obligations 
under all conditions, but it is not necessarily a 
poietany regulation. 

COMMISSIONER MACKINTOSH: If we could ask 
you a few questions about the near banks or ‘is non- 
banks tttetweutarten: In wa tie submission, Mr. Thomas, 
. you have a fairly long quotation from Mr. Riefler's 
submission to the Radcliffe Committee in which he 
draws a sharp distinction - he says at one point 
at page 46 of your submission: 

"This distinction between commercial 


banks and other financial institutions is 
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a crucial one. It springs from the fact 

that commercial banks, in contrast to other 

lending institutions, can expand or contract 
credit on their own initiative without 
bidding prior savings from the public." 

Now, it so happens we have had another brief 
submitted to us -- although we haven't yet discussed 
this -- that quotes a statement from R.S. Sayers, 
which says: | 

"The distinction between banks as the 
creators of credit and other forms as users 
or intermediaries in the monetary field is, 
if not completely false, at least misleading." 

Then he goes on to say: 
"The crucial step is that which increases 
the power to acquire goods and services 

on the part of people inclined to exercise 

it immediately. Banks Bie by no means the 

only firms to place this power in the hands 
of others." 

How sharp do you think this distinction is 
between the so-called near banks and the banks? There 
is nd Question about there being a substantial 
distinction, but is it a matter of degree? 

MR, THOMAS: It is decidedly a matter of 
degree, but there is not a sharp distinction because 
it gets down to a question of what is it you decide 
is money -- if you want to call it intervention, that 
is an invidious word -- but the use of the non-bank 


institutions certainly must have an influence on 
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facilitating the flow of money, the use of money, from 
Heiakné an idle balance inte more active investment, 
and to that extent it unquestionably has an influence 
on the whole level of economic activity. 
COMMISSIONER MACKINTOSH: You wouldn't try 
and base a distinction on the contention that commercial 
banks create credit? 
MR.THOMAS: Yes, I think 4n the final analysis 
it is the commercial banks who do create the credit 
“@adbnod)enéetearifsultTeatealaqizeutyye the other 
institutions can only lend what they get. In a sense 
an individual commercial bank can only lend what it 
gets, but it is likely to get in the first place the — 
increased reserves that are made available and it is 
the first stage of putting enare funds. into circulation; 
the reserves siakosnariack into therbale system. 

| COMMISSIONER MACKINTOSH: That is the first 
“stage, but --- | 

| MR. THOMAS: It is the stage which makes 
possible the expansion ee eee money’. 
ren, of course, true SHacuuntaye deyoass is used 

to pay an insurance premium site insurance company 
makes a woetenks loan ~~ you have an increase in total. 
assets of the economy. When teak money comes back 

the insurance company puts it back into the bank and 

anless it senyer buy securities from the bank or pay 

off a loan from the bank, there is an increase in 
the total volume of assets, and that Teta eeanwn 

I say--thatlaenn credit is only a fraction of all 


credit, but still from the standpoint of liquidity, 
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which is the factor that influences the speed with 
which the economy can expand or contract, banks are 
the ultimate source of liquidity and they are the 
ones that can be more effectively controlled. 

I think that Riefler makes the point -- if 
he doesn't make it here, he has made it -- and the 
point which I endeavour to make here is that we do not 
ignore liquidity. Liquidity, through non-bank credit, 
is taken into consideration, and monetary policy has 
to be adjusted to it. The only thing we can control 
through monetary policy is what the banks themselves 
do. If the other institutions are providing the 
credit needs of the economy, there may be less need for 
bank credit than there otherwise would be. 1959 was an 
example.of.this. 

It is not that the non-bank institutions are 
unimportant and outside of the realm, but they are 
the ones that there is less control over and less need 
for control over. Control can be largely exercised 
through regulating the availability of reserves to the 
banking system. 

COMMISSIONER MACKINTOSH: You would see no 
need for extending reserve requirements to any of 
these institutions? 

MR, THOMAS: Only in the cases where they 
set themselves up to provide liquid money that can 
be withdrawn on short notice or on demand, and thus 
serves the function of money. 

Take our savings and loan associations 


which attract savings and which are really, for all 
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practical purposes, payable on demand -- at least most 
people think so and they have been in most cases. Al- 
though if they get into a tight place, they are not 
obligated to pay as promptly as banks are obligated. 
Yet actually the turn-over of their deposits -- the 
volume of their withdrawals -- is a small fraction of 
their total deposits outstanding. It is about once 
every three years, whereas the time deposits of 
commercial banks seem to turn over about once every 
two years, and mutual savings banks deposits about 
once every three or four years; that compares with a 
turn-over on demand deposits, that ranges from 12 to 
20 or up to 30 or 40 times a year. It is hard to 
make a very strong case for imposing reserve require- 
ments on these various savings accounts, but if with- 
drawals from them should become an active element in 
the use of money, then I think some moderate reserve 
requirement would be appropriate. 

COMMISSIONER MACKINTOSH: And you base it 
pretty much on the rate of turn-over of their deposits? 

MR, THOMAS: I would use that as evidence 
of whether it is needed or not. I don't know that 
I would base it necessarily on that, but usually it 
is evidence of the need. 

COMMISSIONER MACKINTOSH: Thank you, that 
is all I have. 

COMMISSIONER GIBSON: Mr. Thomas, I would 
like to ask you a question or two about the relationship 
between the Federal Reserve system and the government. 


You make certain comments on this subject in paragraphs 
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1 12 to 19. In paragraph 13 you make this statement: 


2 "In many respects the Federal Reserve 

3 is probably more removed from Presidential 

4 authority than other independent agencies. 

5 It is also administratively removed from the 
6 budgetary control of Congressional 

7 appropriations." | 


8 Would you care to develop the statement that it is 

9| more removed from Presidential authority than other 

10 independent agencies? 

11 MR. THOMAS: Well, I don't know how I can 

12 develop it much. It is probably a matter of judgment 
13 to some extent. Control might be accomplished through 
14 the budgetary control over the expenditures. The 

15| Federal Reserve doesn't operate through the Federal 

16 budget or through appropriations by Congress, but I 


17| don't think that is the important part. 
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I think it is just a general recognition that the 
Federal Reserve is performing a function which has 
broad powers. Monetary powers may have very broad 
effects and the elaborate machinery for decision- 
making is designed to protect them from control of any 
one individual or any one group. The erideradn? should 
be careful about stepping into that sort of a situ- 
ation. Woodrow Wilson definitely took the position he 
would not even consult with the chairman of the board, 
or the governor of the board as it was then. He didn't 
want to be accused of endeavouring to influence then. 
Senator Glass, who was the author of the Federal Reserve 
Act, and one time Secretary of the Treasury, and was 
also active in the passing of the Banking Act of 1935, 
which removed the Secretary of the Treasury and 
Comptroller of the Currency as ex officio menbese of 
the Board, took the position that the Pédarerendsétve 
Should be independent of executive authority. The 
whole history of nations shows that the princes and kings 
and democratic governments have a proclivity for wine 
the money-creating power for special purposes which has 
not always been advantageous or in the public interest. 

COMMISSIONER GIBSON: This is related to the 
basic American approach to separated powers? 

MR. THOMAS: It is partly related to the fact 
that in our country that sel daeves separate powers of 
Congress and the President. Congress has delegated 
certain powers to independent agencies, but even with 


those agencies, that are subject to executive power, 
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there is the view that there are limitations on the 
‘power of the president to intervene in the decisions 
of those agencies. 

COMMISSIONER GIBSON:. Has there ever been 
any presidential intervention with the Reserve? 

MR. THOMAS: There was an attempt to 
intervene in 1951. President Truman endeavoured to 
call the open dvket committee in and tell them 
what he thought they ought to do. 

COMMISSIONER GIBSON: These were the events 
leading up to the accord? 

‘MR. THOMAS: Yes. 

COMMISSIONER GIBSON: Could you tell us 
a little about that? | | 

MR. THOMAS: TI could tell you a great deal 
about it; I was very much in that. The situation was 
one where during the war the system had pegged the 
| price of government securities, as had all countries, 
and unfortunately it pegged at a very low rate which 
happened to be existing at the time the war began 
di? the pebal¥ of a long period of depression and idle 
“money. Gradually, in the post-war period, those pegs 
had continued, put we found tt more and more difficult 
to exert control over the money supply and the 
availability of credit while continuing to buy governmen 
securities at a fixed rate. and pencee at 24 per cent 
long-term ratabbwtt bute. aw the resources of the economy 
eame more fully to He node tena in view of the very 
large volume of public debt outstanding, 4t made all 


this debt the same as money. The effects of this were 
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ameliorated to some extent due to the fact that in 
post-war years there were very large budgetary surpluses. 
In 1949 a mild recession or adjustment in economic 
activity developed. But when the Korean situation 
broke out in 1950 it became evident there were going 
to be strong pressures on the economy. The public, 
remembering what had happened in the war, went into a 
surge of all sorts of buying and a wave of selling of 
government. securities. to the Federal, Reserve. . Interest 
rates were very low at that. time... The Treasury. put. out 
a ly; percent note issue in August, 1950 against the 
advice of the system. The system had to buy up 
practically all of that issue in order to make it pos- 
sible, and then sell something else to.absorb: reserves. 
There was a wave of more and more of the 
holders. of long-term government securities selling tO 
the Federal Reserve. It became obvious something had 
to be.done. to stop that. The administration took the 
position they rene aero interest rates to rise. The 
Secretary of the Treasury made a speech on January 18th, 
1951 that he would not have them rise. Ata meeting 
of the open market committee in February it was decided 
that some increase was unavoidable. The President 
called a meeting of the gommiitee and discussed the 
question with them. There was no very specific re- 
quest to do anything. The chairman of the Board 
presented the situation, and the President made some 
nice remarks, put shortly after there was a statement 
by the President that he expected interest rates would 
not rise. The Open Market Committee wrote him a letter 


and said 
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tl thidweerietle jastirtable* expectation: About that 

2| time the treasury was again facing a problem of 

re financing, and the committee wrote a letter to the 

4 secretary of the treasury saying, "This is the 

5 prdcbeuee we suggest following in order to get out of 

°| this." Mr. Martin was then an assistant secretary | 

7 of the treasury, and he uidias GOP CBS seatstas y5 "Here 

. is a basis for discussion. Let us get together and. 

9 discuss this." There was a group of three staff members 
- 10} from the Federal Reserve and three staff members from 
11} the treasury, including Martin-as a staff member, who 
el | got together to work out a programme of action which : 
131 youla make it possible to get away from the pegs 

4 through a gradual process, and one feature of it was_ 
AS “a refunding or an offer to holders of eiiicbiaiwia tele 24 
16 per cent bonds to convert them into 22 per cent bonds 
17 ‘that wii dite non-marketable but exchangeable for 

18! a short-term note at 14 per cent interest rate that 
19! would be marketable, which provided a little higher 

20 return for those ix held the 24 per cents, so they 

a1 could get out and at the same sites not deprive them 
22 completely of their marketability. That wh Site device 
23 for assisting the movement. It was not an essential 
a4 pulttrain it, and that was finally agreed.to by the 
25 secretary of the treasury and the open market committee 
a6 after many days and long nights of work and discussion. 
27 From there on the process was gradually moved toward 
a8 the freedom of the system to operate in the market 

9 as it saw fit. 

30 | 
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li of the treasury and the board of governors are now 


2) pretty clearly established, are “they not? 
3} WR. THOMAS ; Yes, Tt think you could say that. 
4| the” then chairman of the board, Ciairman McCabe, resigne 
5 and Martin » was made chairman of the board and he is 
6) an force today. He hassaid that Federal Reserve -treasury 
7 accord dine ‘about not because of the working of any 
8 individual -+ modestly -- but because it was absolutely 
9 necessary; there was no other alternative. LNG er, 
10 it isa demonstration of the attempt of the executive 
11] to use his ‘power which was resisted. 
12] COMMISSIONER GIBSON: Would you say anything 
13 about the freedom of the Federal ‘Reserve system from 
14] ‘budgetary control — Congress. You. said in your paper 
15} that the system is subject to the surveillance of 

16 or ae 
7] oR. THOMAS: Yes. 
18 || "COMMISSIONER GIBSON: Would you tell us just 
19 what that means? | 


WR. THOMAS: It means a lot of public hearings 

. anda lot of questions.” One member of the banking 

and currency committee was also chairman of the joint 
Sees committee, ‘He used that orev ee very 

‘actively. “He has studied all the budgets of the 

Federal Reserve banks and all the: ee and 

reserve pogotints, and the budgets” of the board, but 

the system was” treed from this. budgetary or ee | 
 ppimavt ry By the provision of the Banking Act of 1935 -- 

or, maybe 1933 -- that was outt in by Senator Glass 


deliberately for the purpose of making it possible for 
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1 the system not to be unduly influenced even by Congress 
a in its exercise of what he considered to be their 

3 monetary powers. The privilege has not been abused. 

4 The board is meters strong in its budgetary controls 

5 both over its own operations and over those of the 

6 Federal Reserve banks. But there is a little more , 

7 leeway and it does remove the possibility of a particula 
8 group of sciences: saying, "We will approve your budget 
9 if you do a certain thing", and makes it necessary 

10 that if Congress wants to disapprove of the monetary 

11 | policies followed’ by the system it will do it directly 
12| and not indirectly, | 

13) _ COMMISSIONER GIBSON: Do your officers spend 
14 a good deal of time explaining your policies to 

15 Congressional acai tesco: vets senior officers? 

16 } MR. THOMAS : The chairman does most of it, 

17 or iclnatielnde some member of the board will do it; but 
18] chomistags tly tice chairman. The staff of the board has 
19 to work on preparing téistbeany and material and so forth 
20 A great deal of ‘ae is spent not only on policy 

21|| matters but also on the detailed inquiries, let us say. 
22 _ COMMISSIONER GIBSON: Who takes the most 

23 interest in the Federal Reserve -- the Senate or 

4 the House? | 

25 MR. THOMAS : Right now it is Congressman 

26| pottmen who is going to be the next chairman of: the 

27 banking and currency committee and is now chairman 

28 7 of the joint edononié pamaaotrae hole at times Senator 
29| Douglas has taken quite an interest, although his 


30 br tertiegrt had been less than it was 12 or 13 years ago. 
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In fact, Senator Douglas's inquiry of 1948, in the 
recommendations he made, gave a very strong basis 

for the Federal Reserve Treasury accord. The Chairman 
of the two banking committees also are actively 
interested. 

COMMISSIONER GIBSON: Do you feel you are 
reasonably successful in keeping members of Congress 
in touch with what the Federal Reserve system is trying 
to do? 

MR. THOMAS: I doubt if there is any agency 
of government anywhere in the world that provides 
more information as to its activities than the Federal 
Reserve system, except, of course, the legislative 
agencies and the courts where nearly all their proceed- 
ings are public. 

COMMISSIONER GIBSON: Do you get constant 
questions, or do you only get questions when a finance 
committee of the House or the Senate is operating? 

MR. THOMAS: We get frequent questions, some- 
times by telephone and sometimes by letter and sometimes 
by official inquiry through committees. 

COMMISSIONER GIBSON: Are questions asked in 
the House of Representatives and in the Senate on the 
floor about your activities? 

MR. THOMAS: No member of the executive 
department appears on the floor of Congress, so they are 
more likely to be asked questions in committees. 
Speeches are made on the floor about it every week. We 
had one member of the Senate who made a speech every 
Saturday at 4:30 -- in the 20's. COMMISSIONER LEMAN: 
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commission report about making the term of the Federal 

Reserve board ere concurrent with the president's 

term? . | 
| MR. THOMAS: Tat is thought to have been 

the original intention of the Act, but the chairman 


is designated for a term of four years, but as it 


was applied the chairman's term has never ended anywhere |nea 


the term of the president, so that the new president 


. does not have the right to designate a new chairman 


very soon in his term of office. 
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I think Mr Martin's term as dRatruat will expire nadat 
year. 

Now, you can argue either way on that. One 
of the reasons for making it possible for the lis hag pig 
to appoint the new chairman has deny do with ease 
of communication. It ts morexTieny that the 
president will be willing to communicate with a- 
chairman of his own choice _— communicate with - 

a man he does not have confidence Lie 
There. are ways: of handling that, of course. 

| he has 
‘If the man is chairman and he feels/lost or does not 
i communication with the president, — that the 
functioning of the system is: being handicapped as 
a result, he can always resign his position as. 
chairman. Or wit he feels through OEE aS SRO R 
he would be subjected to a auton agli os do. something 
which he thinks would e undesirable Ba can stay 
and fight it out. Chairman, Naveen nae taken one 
position that he thinks a change would be desirable. 

COMMISS IONER LEMAN: Do you think it might 
have a beridency to cause the Federal Reserve system 
to be in closer co-operation with govewevent policy 
on other counts? 

MR. THOMAS: Well, I would like to get 
this off the record, if I may. This is not anything. 
very important, but I would rather not Sut it on .. 
the record. 

In the sabdeana situation -- 
THE CHAIRMAN: Well, Mr. Thomas, members” 
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of the press are present. 
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1 MR.THOMAS: I will trust the press. I 
2 have talked to ‘the press scggiiienminop di and on the 

3 understanding that they will hot -- 

4, THE CHAIRMAN: Is that understood? 

5 (oo MR. THOMAS: ‘This is not deigionhig very 
6 spectacular. It is just a personal opinion 


7 about personalities, and I think it would be in- 


8 discreet for me to say things in public of this 


9 nature. 

10 THE CHAIRMAN: Well, x think it would be. 
il preferable not _—l it except in | private eee 
12 versation some time. 

13 MR. THOMAS: All eicieponiee Will leave it 


oe we -+ 


tl) ouGueneny “orl tHanictenewe already said it to some 
15 tiémbers It is just a personal view about ue 
16 relations of ee present spilchibien to the present 
17 president. Their relations are apy fine. That 


18 is what I wanted to say. 


19 Me ge COMMISSIONER BROWN: In‘ respect to this 
20 relationship with the government, we discussed earlier 
21 collaboration or co-ordination of debt management and 


22 Ley monetary policy. We have not really had any dis- 


23. cussion about cee collaboration on fiscal policy 

24) and monetary policy. — You do mention it briefly 

25 bo ae parame 17. 

26 ; MR. THOMAS : Well, I think fiscal policy 
27 } is something that is determined by Congress and the 
26)” prestaent, and it is a matter of legislation. The 


+ 


29 board can have views about it and has expressed views 


30 about it certainly to the treasury and to the members 
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of the Council of sai iobisicks Advisors, and ae ask them 
to express views to Congress as we what would be the 
appropriate 5 ithabe Soleey under the circumstances. 
This is a matter of opinion or judgment , Bue once 
that fiscal _—— 4s decided then one of the things 
that you have to take for granted, is that the govern- 
ment is going to have to borrow so much money, or is 
going to be able to pay off so faubhe aBer as the case 
may be, which ndvmune rare, but if in borrowing that 
amount of money it puts pressures on the economy, you 
have the same problem as debt MENGE SREY The pres - 
sures have to be permitted to BS PEPE Corer and the 


treasury has to combate in the market for the 


volume of lendable funds that are avdflabies and 


it is not a function of the Federal Reserve to mele 
those funds available regardless of the mae of the 
monetary situation at the time. 

| That is exactly yaze ndppavied in 1959. 
The government had a big deficit and had a large 
volume of borrowing ; and it had to compete in the 
market. tt raised this money and showed definitely 
that you can have a government deficit which can | 
be. Pinanced outside the banking system if the occasion 
calls atisine that sort of a monetary policy. 

COMMISSIONER MACKINTOSH: Did it Randicap 
you in doing that by the maximum rate on government 
debt?:. | 

MR. THOMAS: Yes, it definitely did so. 
The maximum rate sipbid ons anit to bonds wae have 


an initial maturity of over five years. The treasury 
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had to borrow on shorter term paper and it was put at 

5 per cent for five,year money. Now, it is possible 
that under those conditions the Treasury might have been 
able to borrow long-term money at Te per cent, .because 
the long-term investors would say: Well, if we can 

get 4a per cent for this period, we better take ad- 
vantage of it, it may not last. 

Now, the question as to whether you save 
money in the long run by borrowing for a short time 
at 5 per cent or a long time at 44 per cent depends 
on your judgment as to what the average level of 
interest rate is,going to..be over the next five to 
twenty years. 

COMMISSIONER LEMAN: Well, in respect of 
matters like ceilings on interest rates for long- 
term. debt of the Federal government in the United 
States, I suppose the Federal Reserve officials may 
be consulted as to what they think in respect of these 
matters when there are hearings, et cetera? Are 
they matters in respect of which they would volunteer 
counsel to Congress? 

MR. THOMAS: I am not sure exactly how that 


worked out, but actually in those hearings before 


the House Ways and Means Committee, the Chairman of 


the Board actively took part. Whether this was at 

the request of the Secretary to the Treasury or at 

the request of Congress, I do not know. The Chairman 
and staff members sat tarough, not only public hearings, 
but also the executive sessions of the committee in 


writing its bill. It was a very interesting ex- 
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perience, 

COMMISSIONER GIBSON: Is there quite a lot 
of communication between the senior officers of the 
Board of Governors and the Treasury, or Council of 
Economic Advisors? 

MR. THOMAS: Yes. 

COMMISSIONER GIBSON: Do these people see 
each other quite a bit? 

MR. THOMAS: Quite a bit. 

COMMISSIONER GIBSON: Do they bang ideas 
around together? 

MR. THOMAS: Yes. 

COMMISSIONER GIBSON: In other words there 
is a constant process of discussion going on? 

MR. THOMAS: Yes, on interdepartmental com- 
mittees, the Federal Reserve staff is likely to be 
represented. The preparations and projections of 
economic activity for the purposes of estimating pos- 
Sible budget receipts are worked out by this inter- 
departmental group, on which the Board's staff is 
represented. There is constant contact; almost daily 
contact with Treasury people in respect to one item 
or another. There is a formal or informal luncheon, 
as the case may be, every Wednesday. There is direct 
contact between the Chairman and the Secretary frequent- 
ly, particularly in respect of any important matters. 
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of the Council of Economic Advisors and other members 
of the Council of Economie Advisors and members of the 
Board probably meet either formally or informally once 
every two or three weeks. 

COMMISSIONER GIBSON: Goings down the line 
a bit, do you encourage your officers to meet with 
Treasury people and so on? 

MR. THOMAS: Oh yes, yes. 

COMMISSIONER GIBSON: You are not afraid 
that they might get their ideas changed? 

MR. THOMAS: There is a mutual interchange, 
if you have enough eeuneabace in your own power of 
convincing them. The report of the Council of 
Economic naviaers is distributed around many 
government agencies and read in the staff of the 
Board. It used to arrive every year on Christmas 
Eve. Then they changed the date so it could come 
on New Year's, 

COMMISSIONER GIBSON: You say, Mr. Thomas, . 
that you have a competitive system of ideas in 
Washington? 

MR. THOMAS: Decidedly, yes. 

THE CHAIRMAN: We will adjourn now for 


ten minutes. 
~--RECESS 


THE CHAIRMAN: We shall now resume. 

COMMISSIONER HARROLD: Just a question or two 
about the section on organization of personnel of the 
Federal Reserve System. 


At page 67, paragraph 165, you mention the 
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twelve Federal Reserve banks and 24 branches. You 
Say its officers and employees are residents of the 
Federal Reserve district, and its transactions are 


with regional and local banks and businesses. What 


other actual businesses does it carry on business 
with besides the banks as such, and what kind of 


‘business? 


MR. THOMAS: Well, actually from the stand- 


point of business ue am not sure that there is much 


except the usua 1 administrative procedures of operating 


a dank in respect of things like purchases of supplies 
and insurance and peynenve of local taxes. _ That _ 
1s a ag Melis) Sake thing, of course. They petiteay 
pretty much as a local business organization would 
operate from the standpoint of those Hhalihea tel 

Of course, aatane as fiscal agents for 
the treasury, they would have a lot of contacts with: 
business collecting and setting up ae and loan 


accounts, and tax payment receipts, and social security 


ope DM most of those would come again through 


* the governmental agencies. Most of the business 


is with banks. There is not much contact with 
business. | 

COMMISSIONER HARROLD: I suppose there 
would be practically no contact with the general 
public as such in respect of ordinary banking. transac- 
tions?. | 

MR. THOMAS: That is right. 

“COMMISSIONER HARROLD: Of the 24 branches 


there are not necessarily two located in each region? 
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MR. THOMAS? No, it depends on the region. 


-~«- - “ee 


New Moris, has a branch at Buf fedo 2 Philadelphia has 
no branch. Richmond has a branch at Baltimore and 
one at Charlotte. Cleveland has a branch at Pittsburgh 
and one in Cincinatti. Chicago has we I do not believe| 
Chicago has any branch; oh, Detroit, of ecient yes. 
St. Louis has a number of branches; Louisville, Memphis, 
Little Rock, Jacksonville, ‘Burmingham, New Orleans and 
- Nashville. St. Louis has a branch in Memphis as } well. 
, ek aces one of the longest districts but has 
a branch only in Helena, Montara. - It-is very far 
removed. San peaeevee has branches. in Seattle, 
Salt Lake City and Pere ee I think that is 
all, Kansas City has branches in Ollaboma Gity and 
Denver. Dallas has branches in San Antonio, El Paso 
and Houston. | 
| I am not sure that I named them all, but 
there are a great variety depending on the distance, 


the geography and the location of centres. 

COMMISSIONER HARROLD: It depends more 

on convenience because 6f tse Uhtaph fc reasons than for 

any other reason? 
MR. THOMAS: Yes, the branches are used 

for paying out currency and for clearing cheques and 

for aa ene fiscal agency functions rather than for 

any particular policy reason, although the branches 

also will be making discounts or money advances to 


member banks when they have occasion 


to do so. 
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, COMMISSIONER HARROLD: In the statutory 

’ qualifications in eee a ee the Board of Governors, 

7 it is mentioned that they cannot be officers or 

‘ directors of any bank or banking idiot ttdutatow ,thetive 

’ company or Federal Reserve bank. What is the 

. definition of a banking institution of which they 

. cannot be a director or officer? 

. } MR. THOMAS: That means any commercial 

; banking dost ibutiehs ; I think there are some fairly 

¥ definite Lemay deninitatpet of what is a commercial 

" banking institution; an institution that accepts 

” deposits primarily and provides a chequing function. 

= I suppose it would ri include mutual savings banks, 

ch COO, perhaps. Tt would not necessarily include 

i what we call investment banking, although as a matter 

_ of practice bong few of them are likely to be directors. 

- If they were they would have certainly to break their 

18 ; ‘ ; ) 

connection. | 

19 | | 
COMMISSIONER HARROID: On the question. 

= of the regional bybiyos decaémeetoce you attach 

6 considerable importance to this, I believe. Does 

ag this involve a question here ae of convenience 

> in having the central bank system Spread over the 

23 country because of geographical reasons? 

a | MR, THOMAS: I think there are various 

ae reasons why the regional set up is useful which do 

_ not necessarily impinge on the functioning of the 

- monetary system in its broad theoretical sense. 

29 if 


The Federal Reserve Banks, of course, 
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exercise a great many What ntbeyestee functions; the 

clearing of cheques, the provision of currency as 

well as fiscal agency fubbottonsy ‘These are pretty 

big Jobs, actually, and they are the things that take 

2 most of the personnel and involve most of the work. 
Having the Federal Reserve Bank > 

president on the Open Market Committee, this gives 

them a peeuaes sense of participation in the pare lation 

of monetary policies. The whole idea that each 

Federal Reserve Bank might formulate different 

policies has been found not to be workable. The policie 

have to be national in scope, but there is an 

advantage in knowing that evi very high grade. 

Reserve Bank officials do keep in touch with regional 

‘situations. They have a lot of contact with business . 

men and bankers, and at the same time are in a true | 

sense of the word public officials with public 

responsibilities. They bring to Washington a ae 

deal of broad useful advice and judgment. They 

take their Hone very consciensciously and work very 

hard at them. 

| Also they serve a useful purpose from a 

public relations standpoirt, and a public education 

standpoint in giving a better understanding of the 


functioning of the system, and why it does these 


things in the local community. It gives a feeling 


of participation. The same thing is true in respect 
of the directors of Reserve Banks. Their actual 


powers in formulation of monetary policy are exceedingly 
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limited, but the fact Phat they are there, they keep 
informed and they know about these things and why they 
are done, is con helpful in managing the banks, and 
worthwhile from the point of view of their bringing 
judgment to the bank as directors of big institutions 
of that sort. rust are particularly helpful in 
giving an understanding and in understanding and 
transmitting that sitetea eoeekens of the functioning 


of the system throughout the country. 
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We have a practice every year of -- the Board has -- 
of adding, in every one day or day and a half session, 
all new directors that happen to be appointed. In 
that particular year banks and branches may have 
as many as 50 or 60 that enter, and satan ds they 
are very prominent business men and bankers and 
some of them who formerly worked for the Federal 
Reserve System in. one capacity pienivabt iar but they 
come in and get an explanation of how we function 
and why, and it is a very useful educational and 

* public relations ‘Rpecania and also exceedingly helpful 
in getting from them their informed judgment and 
their opinions and the information they have on. 
what is going on and whats -bhe reaction of a country 
is to what is going on. ° 

We eh tate this is very useful and we would 
thank that the universal feeling would be throughout 

| thi System that it would be a great loss if the 

eee syatem were ever abandoned. I am not 
sure it could not be set up anew; you could make 
a stronger case for it than was’ made at pe 
but it has worked very eas and is very useful. 

COMMISSIONER GIBSON: It is closely related 
to the banks throughout the country? 

MR. THOMAS: That is right; we have. 
closer contact with the individual banks and it 
mee them a feeling of local participation. 

COMMISSIONER HARROLD: You Rave some 
comment to make on the Board of Governors from the 


standpoint of financial, agricultural, commercial 
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and investment dealers. 

MR. THOMAS: On the Board of Governors there 
is a question as to whether they could be said to 
represent any interest. Every member of the Board 
considers himself as represénting the broad public 
interest and not representing any particular interest. 
That is one point of view that we generally like to 
encourage, that a member of the Board is not there 
to look out for bank interests or business interests 
or agricultural interests. There is also a great 
deal of pressure from labour people to have a 
labour man on the Board. se etait members of the 
Board who are informed about a auiece matters; the 
vice-chairman was a professor of industrial manage= 
ment in the University of Pennsylvania and he is 
well informed on the subject. The hope is that they 
can avoid having the bacnaiie that any member has to 
represent some particular interest. 

COMMISSIONER HARROLD: You would not suggest 
that it should be limited to the men with financial 
experience? 

MR. THOMAS: Well, sir, it is very helpful 
to have the people with different types of experience. 
There should be some member who has had banking ex- 
perience and somebody who has had business experience. 
We sometimes think there ought to be more economists 
on the Board, but there are some advantages in having 
people who have had diverse experience and let them 
learn economics to the extent to which they need 


to learn it from the staff and from 
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other Board members occasionally academic people 
recommend that the Board ought to be made up entirely 
of economists, but I think that would be unfortunate, 
too! 

COMMISSIONER HARROLD: In that the Board 
of Governors are on a full time basis, after being 
there s while they are not looked on as inside people, 
but rather people with outside interests? 

MR. THOMAS: Well, they maintain their 
breadth of interests. They are very hard working 
people. The Board meets every day unless there is 
no occasion to meet and they work things out as a 
team. They do not divide their responsibilities, 
although in some matters, like bank supervision, there 
may be one or two members of the Board who will be 
relied upon more because of experience in that field, 
but in general they all take responsibility for 
everything. This means pigeon have to be pretty 
well informed. They take their responsibility very 
seriously. 

COMMISSIONER HARROLD: In the operation 
of the Open Market Committee as such, would you 
say this was a combination of views, rather than 
being a view by the Chairman as to what should be 
done from day to day? 

MR. THOMAS: Oh, decidedly, decidedly. 

The Chairman has one vote and one voice. Of course, 
the power of the chairman depends upon his powers 


of convincing the other members , and if he is a very 
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convincing person he can have outte a LOG OL Wayne. 
- Sometimes other members have a great deal of power 
Just from the standpoint of the veto. 

The Committee likes to have a broad 
concensus and sometimes when there is a 4USe Eton 
comes up on it there is no strong feeling and one 
person has a very strong feeling against it, it 
may hold the decision up for quite a while. That 
is°generd11y°tpuecmore on procedural matters than 
on broad policy, but it is true and there is a great 
advantage in having many members participate in this 
discussion. It is helpful from the standpoint of 
the staff in that any special person who wants to 
present a point of view can generally find some 
member who Will support it, and erie board and the 
committee in general do not object to differences 
in points of view. We all feel quite free about 
things 5 if we think you are making a mistake, we 
say so. 

| COMMISSIONER GIBSON: Would it be all 
right for the staff to speak to Wavtves member 
of the board other than the Chairman? 

MR. THOMAS: Oh yes. 

COMMISSIONER GIBSON: And express a point 
c view to this board that the chairman might not 
agree with? 

| MR. THOMAS: Decidedly, decidedly, and 
at a meeting of the Open Market Committee generally 
each member makes up his own minds; the Board does not 


get together and say, "We will state this rarticular 
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point of view as a board”. | 

Sometimes individual members of the Board 
will come into my office and they will zo into the 
offices of other members of the staff and say, "Now, 
what do you think we should be aden on this 
situation?" and if we have no views -- frequently 
I have not made up my mind myself until about ten 
o'clock the night before as to what I am going to 
recommend, because I oe 6 study hie YNSTe 
situation pretty carefully before I make up my 

mind, but you can express your views or questions 
and you do not have to agree with what the other 
‘board member says or thinks, and primarily he wants 
you to Speak when you do disagree because in this 
Way he can develo» his own arguments. A member 
hp) me of any value to the board if he cannot present 
his own views. 

COMMISSIONER GIBSON: Are the board 
didi debe in the majority of cases able to discuss 
the technical matters of ndvietainy policy in debt? 

MR. THOMAS: Yes. Maybe not wen they 
first come in as pda members, but they learn awfully 
fast. 

COMMISSIONER HARROLD: I gather at the 
moment you have no firm So MPLO TL ORE or recommendations 
on changes that should be made in the present setup 
of the Board of Governors and regional directors, 
and so on? 

MR. THOMAS: No, I am satisfied with it 


the way it is. 


a as oe ep ane bod Bas woly romul 
eS praod oft to erodment ceubtvtbab. pebetenio®:: senha ane a 
+ ond aon og fitw. woud bas soetto ‘ya ogee: 2MOO SLEW ee 
a “avg” “wee bas Tse est to exedmom rarido to asottto | |F bi 
x sidd mo, satob ed Biuore ew watdd yoy ob. tedw de nn 
| ulineuper? -- ewetv on eved ow It bas "fnotisudte jo 4 
a aet tuods Ltdens TLoaya bot yn qu obsm von svat I iT 
: of antes me I. tedwod as sroted tdatn. orld: soolo'o i 
=“ }  elodw edt ybuda o¢ dnsw I eaysood . brommooet i2 
oe vin qu» eslatr I exoted vluterso ydeug, cotdendte jot 
anoltesup 10 ewelv wwoy: asotaxe nso voy dud. bala a 
tonto ont gaciw Aditw eergs ot evs ton ob yoy bas jst 
sinew en ylinemiang dre .enaitd?d co eyse stedsem bits0ed ler 
aind at saugoed sotgsetb ob voy neta. aseqe ot voy r 
yodmem A .ednemuars owo etd cofleveb nso ef sw fet 
a dneretq Joneso ef It. bused’ edt of sulev. yas to doyaieieid (at 
vawetvenwo etd | ME 
bisod edt ofA MOO AAMOLeeTMMOO. 8 
eavoetb o¢ elds eeeso to yttrotem oft at sein eth yee 
Sddeb mk yotiog yreterom to. aretdam I soiadoet add 1 8S 
vont noMw don edveM .ee¥Y =8AMOHT AM jas 
. ylilutws oneself vers dud... erodmom meena as es tant? - As 
| 


test 


~~ 


ont ds teddsg x 


> CIOS A AAUOLZ2INMOO 


ano fd shaeninio 99% BO enotdotvnos mrt% or overi NOY toomom 


-_= ~> 


quise daszeng ond mi sham od bfluoda tant esgasdo. ao 


fno oa brs 


di atiw bettettse ms I ,oM sfAMOHT .AM 


*" | RAS 


-- 


Zz ne » O o¢ n i ‘ we? 
- ntl - oe " > ry Lita iS 
» 


Larodostib Istotger bas atomtevod Yo b1sod erfgd to | 


o6 tte ab th yew ocd 


od, SE ee 


= 


ee 


8S 8 SB. 


' 
4) 
1 
* 


a 


or 


* 
p 
% 


Nethercut & Young - 3916 oa 


Terente, Ontaric 

COMMISSIONER HARROLD: Has there been 
discussion in Congress over pressures in Washington 
within the last few years for changes in the present 
setup? 

MR. THOMAS: There has been a suggestion 
that the Board be reduced to five members; suggestions 
that -- I think the Commission on Money and Credit 
suggested that the Open Market Committee be done 
away with and that the Board take over those powers, 
but I think that would be a mistake. 

COMMISSIONER HARROLD: You mention that 
in the regional areas there is some interchange in 
personnel with the University faculties as such; 
is that very extensive? 

MR. THOMAS: Yes, it is quite extensive. 

We have a hard time getting people away from universities 
now that they are paying such big salaries! However, 

we try to take advantage of the view that experience 
with the Federal Reserve is a very valuable experience 
for anyone who is going to cae the academic profession. 
Sometimes we can attract them that way, and once 

they come a lot of them -- a large number of them -- 
prefer to stay; they like it. 

COMMISS LONER HARROLD: Would you regard 
this exchange as an advantageous one? 

MR. THOMAS: Decidedly, yes, and then 
we have some groups of professors who come in and 
engage in free interchange of views; argument and 
differences of opinion are encouraged. Within our own 


staff we try not to 
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get a staff which is committed to any particular 
doctrine, but have different sorts of doctrines and 
prejudices. If we cannot deal with those, then we 
cannot be too sure of our own bdett4 one) SO we try 
to get differing points of view in our staff ana get 
free exchange of views among them, 

THE CHATRMAN' I would like to ask Mr. 
THomas a question with reference to paragraph 158, 

PO Ds stated there: 
"The Board of Governors 1s essentially. 
a policy-making and supervisory body 
‘and has virtually Nile of the operating © 
functions common to central banks. 
The operating functions of the Federal 

Reserve System are performed by the 

‘Federal Reserve Banks." 

I take it that means by the twelve banks. 
MR « THOMAS : Yes . 

‘THE CHATRMAN: I would like to get a picture, 
= pospeynes: of saat how that works in practice. Once 
the Open mae kee eae comes to a definite decision 
as to poltey| how is that transmitted through the 
System and carried on? 

MR. aii Well, the task of carrying 
out open market opérdtiéns is assigned to the Federal 
Reserve Bank of New York, and there is a manager of 


~- 


the Federal Oven Market Account 
who has always been a awe “Pree leone oF the Federal 
Reserve Bank in New York. Now, whether that is 


necessary might be subject to question, but it has 
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1| actually worked out in practice; that he always has 

2| been. Of course, he has a certain amount of divided 

3) functions there; as a vice-president in the Federal 

4|| Reserve Bank of New York, he may have other duties and 
S| be answerable to the president of that bank, but as 

6|| manager we Fhe Open Market Committee he is answerable 


7| to the Committee. The president of his bank has always 


8| been the vice-president of the Open Market Committee. 
9 Now, they have a staff and an investment 

10| department of the Federal Reserve Bank of New York, 

11| which does the buying and selling of securities for 

12 the Open Market Account; they also buy and sell 

13| securities for the Treasury Account, for the foreign 
14) central banks and to.some extent for the member banks. 
15 If the member banks want to do it 

16] through the Federal Reserve bank rather than through 
17 a dealer, the Federal Reserve Bank will do this for 

18] them. It is not very widespread, and is generally for 
19|| small banks. Dealers do not care about handling the 
20 small operations. All open market purchases and 

21), sales are carried out through this department. 

22 COMMISSIONER HARROLD: So that it is a 

23) centralized operation? 

24 MR. THOMAS: Yes, it is°a ites staat 

25|| operation for the whole System. At £ tnoats; in the 

26| early days of this System, each Federal Reserve Bank 
27| used to buy and sell securities for its own account, 


> 


28 and the reason the Open Market Committee 
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Started was more or less an nee. discovery after 
the First Worl War when banks paid off Wery large 
borrowings that they had had at the Federal R,Serve 
Bank during the First World War, and it was financed 
by the bank buying government securities and borrowing _ 
from the Federal Reserve to pay for them, which 
worked out to exert a considerable degree of restraint 
and it was one reason for the very rapid Liquidation 
of credit that took place in ‘1921. 
Then, after the discounts were paid off 
the Reserve Banks thought they oliant +8 keep their 
money invested, so each one would go and buy govern- 
ment securities and they found that they were all 
‘operating 4n the market ana Warne quite an effect 
on the market , and it was decided to concentrate these 
operations in one BiOUE, and they set up ine Open Market 
Committee for this purpose, not recognizing fully that | 
this also had an effect on the availability of reserves. 
Then, when they noticed that they did have an effect 
on the availability of Headvved’, RNY began to view 
them as an instrument of policy and had some regu- 
lation on it and that was generally run by the Federal 
Reserve Bank of New York, and it was not until about 
1933 that they formalized this Committee and made it 
a body that functions for the whole system in a formal 
sort of way, this open market operation. 
Now, the discount policy or lending to 
member banks directly, that operation is perromisa 
entirely within each Federal Reserve Bank in its 


relation to the member banks. The member has nothing 
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to do with that except the approval of the discount 
rate, which is generally fixed by the Board of Directors 
of that Federal Reserve Bank, although the Board in 
Washington does have the power to fix the discount 
rate. 
Actually, the discount rate is. generally 
discussed and there is an informal agreement on it 
at some meeting of the Open Market Committee, and then 
they go back and the rates are changed according to 
the schedule of the meetings of the Boards of Directors 
of the Reserve Banks, and generally there is uniformity 
over a very: short period of time. ‘ | 
COMMISSIONER HARROLD: I take it the rates 
couldn 't vary? | 
MR. THOMAS: Tkey could pita: 
| COMMISSIONER HARROLD: But in practice 
tRey probably do not? | | 


oa 


MR. THOMAS: They could vary, and there 


o- 


is room for argument as to whether they should. They 


+ 


have at times varied. We had a period a few years 
ago where two banks had rates of 33 per cent and all 
eee aleka at 3 per cent, but since most banks 
regulate their reserve position through the treasury > 
bill market 1t does not serve much usefu? purpose for 
them to vary. The banks through Federal Pansat namie 
in the esarent where they have these kinds of a ae 
but since the rate from other banks is below the 
discount rate, it is a question of nice Ne eae 
the same purpose. 
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We conjecture from time to time as to whether 
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an occasion might arise when there might be reason for 
a difference, but nobody has yet found a very strong 
argument for it. I think that the principle is 
maintained that they cntivares: On matters of 

issuance of currency and cheques and so on; these 

are just detailed openactens that run almost 
automatically and there is no policy involved except 
the policy of how well prepared they are administratively 
some banks still use over-time to clear cheques when 
they get loaded up and others will not, or a few 
little things of that sort; but there is room for 


executive discretion in operating matters of that 


sort. 
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COMMISSIONER LEMAN: Mr. Thomas, I think you 
have already explained to us that it was part of the 
policy of the Federal Reserve system to try to make 
sure when additional reserves are ahnesa into the system 
you want those quickly and well scattered throughout 
the whole system. The fact that all this starts 
from open market -- I am not talking about the discount 
window now where tHe: beserven can go in according to 
the wishes of each bank, but the additional reserves 
created through open market operations. It is through 
“their own administrative senatyiane through the 
functioning of the weoketuthat that takes place -- 
the soattGeiHe? | 

| MR. THOMAS: The distribution? 
COMMISSIONER LEMAN: Yes, the distribution. 

MR. THOMAS: Brequentiy the distribution may 
have taken place before the Act. After all, most of 
the operations of government securities transacted 
npeukh @Ne dealers have head offices in New York, 
but they may represent purchases and sales made by 
banks and others throughout the country, and the funds 
may have already been transmitted out, and the pressure 
comes at the centre after the distribution has already 
taken place. But most operations, you sive, are to take 
care of varying pressures that take place in the market. 
It is not often that you ‘Sint. (pup money out and count 
on it being distributed. The money goes out because 
somebody wants it and needs it. ‘The person who wants 
4t has been selling bills or withdrawing bankers' 


balances, and the pressure comes into the market, or 
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we know it is going to be there, and provision is 
made for taking care of it before it takes place if 
it is one of the normal seasonal movements. I don't 
think there is any great difficulty. 

We do notice, for instance in 1958, when 
there was a series of reductions in reserve requirements, 
which certainly released a lot of funds, the big city 
banks put those funds to use very quickly and an 
exceedingly sharp drop in bill rates occurred. Country 
banks were slower in putting their funds to use, and they 
came in more gradually. Eventually, it was all reflected 
in the situation. 

COMMISSIONER LEMAN: Has this ever béen a 
matter of discussion? Has there ever been any argument 
that banks further away from the centre have somewhat 
of a disadvantage by reason of that? 

MR. THOMAS: There is always some argument; 
somebody will raise that question, but I doubt if 
there is any very substantial basis for it because 
money is a very fluid thing, and the way our banking 
system operates it gets scattered around very fast, 
as I said, through our correspondent banking system 
and other devices. Any bank that needs funds ie get 
them very fast. When redundant reserves are put out 
they may be slower getting around. We have noticed 
at times during the war and at times since when there 
was avery large Treasury deficit, the Treasury will 
tend to borrow its new funds from the city banks or in 


the central markets, and there is likely to be more 
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of an outflow from, say, the New York or the central 
money markets throughout the country as the money is 
spent by the treasury out through the q aheRy pas it 
is very difficult ever to actually find out’ exactly 
what aren the causes of regional flows. “Tt is a very 
| “interesting SBaay, "Ge are eed. te having o,f professor 
coming in and saying, "I would like to study the regiona 
flows of funds", and we say, "All eee Here is a mass 
of information", and they spend a year studying it 
and end up with no conclusions. Basically, it is a 
problem of trying to study the balance of payments 
of a region without knowing what the imports and exports 
Ss, and other trade elements. All you know are the 
financial elements. | 

‘COMMISSIONER BROWN: In connection with this. 
centralization of the marketing in New York, I assume 
there are facilities within the system for the same 
day transfer of securities? | 

MR. THOMAS: Yes. That is done through 
a wire transfer system. } 

COMMISSIONER BROWN: Between the reserve 
banks? . om 

MR. THOMAS: And for all member banks. 

THE CHAIRMAN: I am not quite clear just ee 
the bank in WSS TONE operates. 

MR. THOMAS: On the system of market accounts, 
you mean, and distribution as among the reserve banks? 

THE CHAIRMAN: Yes. 

MR. THOMAS: We have a formula for that and 


the holdings in the account are | 
wi allocated every day on the basis of a formula. 
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A certain proportion goes to each reserve bank. 

THE CHAIRMAN: So that the Bank of New York 
in New York sells certain securities and then those 
are distributed -- the proceeds are distributed? 

MR. THOMAS: Distributed through our district 
clearing system -- what we used to call the gold 
settlement fund, which is Ee by machine every night 
in a few minutes. 

THE CHAIRMAN: When the Bank of New York 
buys securities, it has to draw money from the various 
Reserve Banks to pay for it? 

MR. THOMAS: That is right, yes. The formula 
is, in essence, based on the proportion of. total 
assets held by each Reserve Bank, but there is an 
adjustment process to take into consideration the 
bank's reserve ratio., If one district happens to be 
losing funds and its reserve ratio gets down close 
to some minimum level that is agreed upon, its 
participation in the account.may be reduced until there 
is an adjustment made in its reserve ratio. 

THE CHAIRMAN : Well, the position of the 
bank in New York is really that of an agent for the 
system as a whole? 

MR. THOMAS: That is right. 

COMMISSIONER GIBSON: What does a governor 
do in a typical day? He goes to a meeting of the Board? 

MR. THOMAS: He reads memoranda and other 
documents. Of course, he has a lot of people come to 
see him. However, they have certain administrative 
decisions to make about personnel and things of that 
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COMMISSIONER GIBSON: There is some division 
of administration responsibility, is there? 

MR. THOMAS: ‘ery little. ‘There is one 
member of the board assigned the responsibility for 
certain administrative decisions about personnel. Any 
decision he makes, I guess, is cleared through the 
board; they have a chance to look at it and raise 
objection -- pariate decisions about leave and trips 
and things of that sort. He has the final authority 
on many matters, but when it comes to a question of 
employing a senior staff member, of course, the board 
members all have a chance to look at that. 

COMMISSIONER GIBSON: Essentially, they 
have got a lot of home-work to do? 

MR, THOMAS: A lot of home-work. The cor- 
respondence is circulated among every board member. He 
has a pile of stuff on his desk every day depending on 
how much he wants to go into the background of a parti- 
cular question. As the Board functions, at a meeting of 
the Board they will have first a list of letters that 
has been circulated and that every Board member has 
initialled and they are formally approved at that 
meeting. The Chairman will say "If there is no object- 
ion it is approved." However, on occasion some Board 
members may raise questions: Typical items are whether 
this bank seein have a branch somewhere, a Le ther to a 
Congressman or a letter to somebody raising a question 
of policy or something of the sort. Then, presumably 
having cleared all the previously circulated cor- 


respondence, there will be 
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a group of items on which they will want Board dis- 
cussion before they approve. Sometimes those things 
are discussed at great length by the Board. Members 
are supposed to have read all the underlying documents 
before they come to the Board meeting. 

COMMISSIONER GIBSON: Most of the same things 
go over each governor's desk as go over the chairman's 
desk? 

MR. THOMAS: Yes. 

COMMISSIONER GIBSON: So they have basically 
all the same information? 

MR. THOMAS: That is right. 

COMMISSIONER GIBSON: Do they do much 
travelling and explaining of policies to the bankers 
in the local reserve banks? 

MR. THOMAS: Yes, quite a lot. They attend 
meetings of the boards of directors of Reserve Banks. 
They attend bankers! association meetings and various 
meetings. Some board member is always making a speech 
somewhere or other. That is the advantage of having 
seven board members, that you can always get a quorum 
and still have an opportunity for the others to get 
around the country. They also do a certain amount of 
travelling abroad: It is done now with the monthly 
meetings of the Banks for International Settlements, 
there is nearly always a representative of the Federal 
Reserve bank in New York -- a senior officer -- and 
more often than not now either some staff member or 
some board member will attend various of the meetings. 


When they do that they also visit other central 
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banks. 
COMMISSIONER GIBSON: The senior staff 
don't really have a boss in the board of governors? 

UR. THOMAS: No. 

COMMISSIONER GIBSON: They report to the 
governors? | 3 
MR, THOMAS: Formally the chairman is . 
responsible for the senior staff -- yes, the senior 
staff report to all the governors. 
COMMISSIONER BROWN: Directly? There is no 
secretary? | 
MR, ‘THOMAS: There is a secretary, but he 
is a member of the senior staff too. We don't consider 
the secretary has any powers over any other division 
except Rarenye tae routing of material and seeing that 
the job gets dewe .e bee hakeriat is assigned to a 
division, and a division head is responsible for that. 

- COMMISSIONER GIBSON: How do you make sure 
that the she 16nbtReyeendis of the system make reasonably 
similar ‘pronouncements on monetary values? In other 
words, do the staff prepare their speeches? 

MR. THOMAS: me speeches are generally pretty 
carefully 5ne over. We have one official who is 
assistant to the board who is our press Sareea man, 
and generally all speeches delivered are read by him 
beforehand. Basically, in the final aadigsis it is 
up to the individual responsibility of the board member. 

THE CHAIRMAN: If the public relations man 
disapproves of 2 Sér OF6R of his speech, he is Hot bound 
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MR. THOMAS: No. Also as to the Federal 
Reserve Banks, any publications that the Federal Reserve 
banks make, it used to be they had to be approved by 
the Board, 15 or so years ago -- regular publications 
were Poy macs seen and approved by the board. The 
speeches of the president of the Reserve bank were 
commonly. not, unless he wanted.to clear it. ..The 
present arrangement is that they are expected to send 
in everything they publish so they can be reviewed 
by the Board staff. The reviewers call attention to 
anything they think might be inadvisable or inpolitic 
or wrong, and frequently they will keine. But 
then, after calling the matter to the Reserve Bank's 
attention, it is the responsibility of the president 
of the Reserve bank to decide what they want to do about 
it. Most of them welcome this review because it does 
safeguard them against making a mistake which they may 
be unaware of or getting the advantage of information 
which may be available at the board but. they don't have. 
However, it is a review and co-ordination, not censorship. 

COMMISSIONER BROWN: You mentioned that 
correspondence is circulated before the governors, 
but there is no circulation of speeches prior to the 
delivery. 

MR. THOMAS: if nee want to, but most 
governors would just as soon be relieved of the 
responsibility of reading somebody else's speech. 
However, sometimes they do. They will say, "I wish 
you would look this over and see what you think about 


it." However, they know pretty well about what they 
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“ean say or should not say at the time. They have been 
there long enough. They know what would be advisable 
to say, what would be discreet, and if they have 

any questions about it they will raise them. 

COMMISSIONER BROWN: I notice in your paper 
the aopertrtied term is 14 years for the governor, and 
at the same time there have been 10 new appointménts 
in the last 10 ‘years. Is there:-a retirement _— 
or what has caused these vacancies? 

MR. THOMAS: No retirement age, but some 
resignations; and deaths.»°In a»*period of 10 years you - 
would normally have five vacancies, and there have been 
some re-appointments. If aman is appointed to fill 
out an unexpired term he can be re-appointed to fill 
out an unexpired term he can be re-appointed for another 
full 14-year term. We had one board member who was 
there 26 years under the 14-year rule. He was 
originally appointed for a 12-year term, and then a 
14-year term. It happened he had also served before 
the law was changed, for four years. So, altogether 
he served nearly 30 years. 

COMMISSIONER BROWN: Are there any retirement 
ages for directors of the other Federal Reserve banks? 

MR. THOMAS: The staff? 

COMMISSIONER BROWN: The staff. 

MR. THOMAS: Well, for the staff of the 
Federal Reserve banks -- the retirement age is 65, but 


the president may finish out his term if he wants to: 
Some do and some don't. Some stay a few years after 


65, but most of them have generally retired around that 


age. 
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COMMISSIONER BROWN: Theoretically he could 
be appointed to the Board of Governors? 

MR. THOMAS: Theoretically he could be, yes. 
There is no age limit on the Board of Governors except 
at the diseretion of the President of the United States 
who appoints the members of the Board of Governors. 

COMMISSIONER BROWN: Latterly he seems to 
have been going, more than formerly, to people who 
have previous experience within the system? 

MR. THOMAS: I think a little bit -- 
directors maybe, but not necessarily officers. 

COMMISSIONER LEMAN: In a slightly different 
field, are there institutions in the United States, 
as there are in Canada, that have what we call 
chequable deposits, although the non-banking 
institutions in Canada that have them have to deny 


what is drawn is a cheque, because it is a legal problem? 
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Nevertheless they have these demand orders drawn on 
them. Are there such things in the States? 

MR. THOMAS: I think no. I think it would 
be 1illegal., 

COMMISSIONER LEMAN: You believe it would 
be illegal in the States. Nevertheless, has there ever 
been discussions or suggestions in the States that 
the Federal Reserve banks should operate a clearing 
system? 

MR. THOMAS: The Federal Reserve banks do 
operate a clearing system for cheques. Member banks 
deposit their cheques and they are cleared through 
the Federal Reserve system. Cheques on local banks 
are generally not deposited at the Federal Reserve bank. 
The clearing house clears this, and the Federal Reserve 
is one of the members of the clearing house for cheques 
on local banks which can be cleared immediately. How- 
ever, cheques on out-of-town banks can be deposited 
in the Federal Reserve bank. Generally most of them 
operate on a 24-hour basis. Their transit department. 
I started my career in the Federal Reserve system 
in the transit department of a Federal Reserve bank 
in Philadelphia working from one at night until nine in 
the morning. Most of them do have these departments 
that work on a 24-hour basis. Maybe all of them do. 
There are some large correspondent banks which prefer 
what we call direct sending and do not clear through 
the Reserve Banks. They would operate their own clear- 
ing system and send directly out to the banks. They 
send only the ones to the Federal Reserve Bank which 


would be too expensive for them to handle. 
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COMMISSIONER LEMAN: It is not a matter 
of law, but a matter of convenience? 

MR. THOMAS: Yes. All Federal Reserve banks 
are prohibited by law from paying exchange on any cheque 
that is deposited with them. If a cheque is deposited 
with them and they present it to the bank for collection 
the Federal Reserve Banks cannot pay exchange for 
cashing that cheque. There are some non-member banks 
which charge exchange. Those cheques cannot be cleared 
through the Federal Reserve system. 

COMMISSIONER LEMAN: So is this a free 
service to the banks by the Federal Reserve system? 

MR. THOMAS: Yes, there is no charge. In 
fact, that is the whole principle of it, namely, 
cheques represent an important part of the monetary 
system of the country and should be done with a minimum 
of costa teoathes public. 

COMMISSIONER LEMAN: But offsetting it is 
the lack of immediate credit to the customer? 

MR. THOMAS: There is a schedule on credit 
in respect of cheques that are deposited in the Reserve 
Banks. The Federal Reserve will give immediate credit 
for anything that is within the immediate eueinwbie. or 
rather one-day credit. A deposit one day will be 


credited the next day unless there is a special 


arrangement for immediate credit, for instance, if 
they are dealing in federal funds. They give one-day 
credit on items that are within the one-day range of 
the Reserve Bank and two-day credit on some other 


items, and three-day on some others. We used to have 
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it as long as seven days on some, but with aeroplanes 
they can now be cleared more quickly. 

They are all not cleared within that time, 
and that builds up what we call a Federal Reserve float, 
where a bank actually receives credit for a cheque 
it has deposited before the Federal Reserve banks 
petpalta for that cheque. It is a widely fluctuating 
item but it is an item that we take into consideration 
when figuring the availability of reserves and adjusting 
our open market operations accordingly. 

7 COMMISSIONER LEMAN : ied I, now, in a slichtly 
different phase of the subject, your paper explains 
in respect of mergers and various ventures that the 
banks might want to pee into, that member banks are 
subject to the sinise ued of your Federal Reserve. 

MR. THOMAS: I stated that. I do not think 
yi explained iti 

COMMISSIONER LEMAN: You stated it here. 

MR. THOMAS: Yes. That would be another 
very big paper if I tried to explain all of it. It 
is a very involved legal problem. 

COMMISSIONER LEMAN: I wanted to ask you. 

a rather general question about this idea. [In the 
United States a lot of banks perform trust functions 
at the same time, whereas up here in Canada that is 
a separate operation. Outside of the strict banking 
system are there any other restrictions on banks 

in the States in respect to owning other types of 
institutions, or taking a major interest in them and 


that sort of thing? 


* 


: Ls il | Desa 
rT ae ae | 
vor es gnol as ot f 


Visdotup stot bowsefo od wort 80° atte 


4 


i — yomtd tents niddiw bowel gon [Le sve vad 
| 38002 owseaeh Istebel s ifso ow daw qu ebltud Yedd bas. 
ee bey , 


ouperio 8 tot tihevo aovieos: yLisudos wnsd s oats 


adasd svrseef Letebel eit oro'ted betieoqeb asd th 


antdeutoul? ylebiws af vI .eypordo tent not bray seg) 


! rottisrebienos otat eset ow tert mets os af Sf gud mott 
- lgatseetbs bes govieest to ydif{ideltevs odd actrustt tendw 
| | -Ylgatbio00s anolvsxeqgo JoNvism mego "to" 
f  _rsdonte 8 at won flew : MAMGI AAMOLBATMIMOD | 
ettislgxe $3080 quoy ,toetdue end To sesng $neteTIEb 
adit gaendd weicinnrey avolwevy bas ayrextom qo\doeqaot at 
ets atisd redmom tend .o¢at seg ot sew $rigtn asttsund 
,ovreesh Isiebsi svoy to Isvorqqs sit o¢ tostdue 
“Netdds toroob I .3sdd betste T° :@AMOHT .AM 
“9b bentslgxe T 
‘poake $f betsde voY : MAMIE  AEMOTLETMMOD 
veritons ed blow ted? .ee¥ : AMOR ©, Mt - 
tI 4 6.tt to ifs atsiqxs ot betat I tt hodilt aid ywirev 
-moldorq fexzefl bevioval yrev s at 
Soy Hes od Sstnsw I : MAMA ATMOTSSIMMOD 
ort a om etds duods sottacup Isrenen redder 's 
enottonst saws arotreq ednad to tol s astista betinv 
et ted? sbanad at ered qu essyonw ,emty omse edd Js 


auiiasd tofyte ent to ebletvO .notdsteqo otsisqsa s 


alned m0 ancktotrtae: redto ins s¥edd ois medeye 


fo seqyt tedto gatawo o¢ goeqeor at getssa edd af 
bas med? at sveorsdat ‘vobam & ner mpi Ore” 
vor o¢ Dene oH «5 2oRe RE ce Santas to a9 s caeite 


Nethercut & Young 


Terente, Ontario 


aia 2 il 


MR.© THOMAS: Oh, there are very strict 
regulations about bank affiliates as developed in 
the Bank Act of 1933. B nks are exceedingly restricted 
in the extent to which they can own other institutions, 
particularly financial institutions. That all grew 
out of a great many problems that developed in the 
1920's when banks had security affiliates. Those are 
now prohibited. Banks can have no interest in another 
financial institution. 

Now, the way the laws are drawn and the 
legal technicalities I do not feel qualified to discuss, 
but one of the things that does take a lot of the 
Board's time is in regulating some of these insti- 
tutional relationships. Some of them are absolutely 
prohibited but some are permitted under certain 
conditions. They are: pretty restrictive. 

COMMISSIONER LEMAN: Are inpie be atriotaonk 
embodied in legislation outside of the main Federal 
Reserve Act? Is there all kinds of other legislation. 
that has been introduced? 

MR. THOMAS: Some of them are amendments 
to the Federal Reserve Act. Some of them are amendments 
to the Federal Deposits Insurance Corporation Act; 
some of them are amendments to the Securities and 
Exchange Act. 

COMMISSIONER LEMAN: But more than one of 
them has remained of interest in this matter? 

MR. THOMAS: Oh, yes, there are over-lapping 
jurisdictions. I have here the Federal Reserve oat: 


and it has an appendix containing provisions of the 
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other statutes. 

COMMISSIONER LEMAN: I think a general 
statement would suffice, Mr. Thomas. We have access 
to those documents. | | 

MR. THOMAS: There are a paeae many tner 
statutes here; the Bank Holding Company Act and 
various others. | } 

COMMISSIONER LEMAN: But yout eee that it is 
proper to say that the general conclusion is that 
all this compendium of ‘laws tends to restrict banks 
strictly to the banking © field? 

MR. T HOMAS : | That is right. 

COMMISSIONER HARROLD : Perhaps I could 
ask one question. Bo Yee have a clear definition of 
what a bank is in the United States? 

MR. THOMAS: Yes, I think so now. I think 
it is an institution that accepts deposits. I don't 
know whether this snide its accepting them for chequing 
purposes, or whether +f Ancludes savings deposits. 

I do not think there was a clear definition until 

1933 but. I believe there’ 18 now. It used to be that 

brokers and dealers in securities had deposit accounts 

on which one could draw cheques. They stil have a 
customers! 

certain andunt of / deposit accounts they call 

free credit balances, but they are supposed to bibs 

entirely out of the business of buying and selling 


securities. 
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THE CHAIRMAN: That is a statutory 
definition? 

MR. THOMAS: A statutory definition, I 
think. 

COMMISSIONER GIBSON: Mr. Chairman, Mr. 
Thomas has made some very interesting comments about 
the international payment pe ee and some of the 
problems associated with it. I take it from your 
remarks that you feel that there is enough inter- 
national liquidity if we use. it, better; enough inter- 
national reserves if we can manage to use them more 
effectively? 

MR. THOMAS: I think there are. adequate 
facilities for the making available any international 
reserves that might be needed. I think there may 
be need, and no doubt is need, for more changes 
in the arrangements for doing that, and some changes 
in the practices, maybe at some time in the future. 

For instance, we still have to complete arrangements to 
increase the facilities of the International Monetary 
Fund for this purpose. I think it could be said that 
there is need for a considerable amount of international 
liquidity, and particularly as the convertibility of 
currency increases. As the international money 
market becomes broader and more integrated there is 
likely to be more movement of funds around the world, 
just as in our own situation we have movements of funds 
from one region to another. 

I remember my father, who was a country 


banker, talking about the time when he would have 
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to pay exchange on Detroit, Chicago, Minneapolis or St. 
Louis, or some other districts. When the Federal 
Reserve system was organized to provide facilities for 
clearing these movements through the banking system, 
the needs for differences in exchange rates disappeared. 
Maybe we are moving toward that sort of a system 
throughout the world where there will be movement 

of funds from one money market to another in response 
to changes in interest rates, as well as in response 
to the other basic factors which effect the balance 

of payments. We have to recognize the need for a 
larger volume of international monetary transactions 
which will require a certain amount of liquidity. 
Again, that can be worked out by arrangement within 
the financial structure between central banks and 
between private banks. To some extent we ought 

to be able to clear these without too much strain. 

on the economy, provided we can get assurances of 
currency stability. 

The risk of a change in the value of the 
currency creates uncertainties and can cause move- 
ments which are based upon no necessary need for 
the shifting of funds or even a reflection of 
interest rate differentials, but are done merely 
from fear or expectation that some rate of exchange 
might be varied. 

That is very important, of course, in 
the case of so-called reserve currencies like the 


United States dollar and the pound sterling that are 
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used for international purposes. It may be that 
there will be other currencies that will be used for 
that purpose; Swiss francs to some limited 

extent from the standpoint of volume, but a relatively 
large extent from the standpoint of receiving funds. 
It is very important that these currencies always 

be maintained, or at least that there be assurances 
that their value will be maintained and not changed, 
otherwise our whole mechanism of international payments 
will break down, and we will have to go through a 

long period of exceeding difficulty. 

I think the extent to which we can get 
that assurance, liquidity needs would be less than 
they would be in a situation where there could nae 
be such assurances. 

COMMISSIONER GIBSON: You have made one 
statement to the effect that no standard will work 
in the long run unless all the major central banks 
agree to forego uae and for all in favour of keeping 
all their reserves in the form of gold. Do you 
think there is enough gold around? 

MR. THOMAS: Tere is not enough gold to go 
around if everybody wants to keep all their reserves 
in the form of gold just as there would not be enough 
gold in the United States if we permitted every member 
bank to hold all its reserves in the form of gold. 
Wiere is not enough gold to perform the monetary 
functions of the world if every individual could hold 
gold at any time he wanted it. 


Gold serves a very important function as a 


ie teddy ed ‘vai ar nso Larobgericnt 102 ess 
ue 07% pees od Iiiw Feds sofonoriws rorito od iitw overt 
aI relict bedimts smog oF const? aatve ee iastd 
wiombaisnens s dud cemuiTov to datogbasie oid moth dnetes: 
lebauwt antvisosr %0 tntoqbaste oft mort tasdxe sagrsl: 
aysawis eotonerive eaedy tats dnsdioqmi yrov at oT 
geonsivees od sxendd geld tesol Js 10 .benisidatsm sd: 


_pogmato Joo Bas bentednten od ffiw sulsv tloddidedt 


SG eee Poa 


adceniveq Isnottenvedat to metasdoom slow avo satwrerlto 

fe g Aggorsd og od ovat [ftw ow brs nwob aeexd ff tw 
.UtfuoLItEp gaibeeoxo to bolreq: gaol 

deg aso ow doftw od dnetxs oft stds 

nent dor au proee eboon yttbtupti: ,sonsiueas derlt 


ton biluoo axed atonw Hotdauttie s aboed bilvow yedd 


,esoneiuess dove od 


90 sham ever woY ~YWOe8elp AAMOLTeSIMMOO 


: sitow [Lkw busbaste on dant gooetie oft ot Jnomedstea 
. axtasd Isytass tobsam odd Ifs edefay mux gnol est at 
oa aniqes? ‘to qovet mi Iis ‘to7 bis sone Oastot oF ‘seTas 
- yoy od blog to mrot ¢ddv af esvrsest stedd Ils 
a fonvers blon davone ef or)edd ants 


me og og Gives igyvons ton at sre :cAMORT .AM 

| sovieass ttedt Ifs goo oF einsw ybodyreve If bawers 
iguone ed ton bluow sredt as taut blog ‘to miot eit at 
Todiiem =e hedtimreq ow tt estste beta edd mk blog 


a a ,bfo3 to mot edd at eevasesr adt [fs bloreod ansd 


blond bLluoo Ssubivibat yreve It bis+ow end to anoldonavt 


8 as Notsdonut dastiogqmi yrsv s sevies Blod 


yistenom sit arotveq o¢ blog Aavone don at orolT [x 


tt bodasw of omit yas ts bfog |e 


Nethercut & Young = 3940 = 


Terente, Ontario 


type a@ international money . If it could be Limited 
to that use I think there is plenty of detat but 
that still means central banks would probably find 
it necessary to maintain a certain amount of balance 
with each other, so that some of these adjustments 
could be made without the necessity of changing the 
ownership of gold. Just as in the United States, 
most of our inter-bank transactions are made through 
inter-bank balances. Your transactions are made 
within your branch banking er but if every time 
you had a shift of funds from one region to anotler 
you had to have a movement: of gold there would not 
be enough gold for that purpose. We can, by improving 
the ePaasz ante of our clearing mechanism, I am sure, 
operate with what gold we have and the gold that may 
be-provided through incressed .production in the course 
of time. | | 

COMMISSIONER GIBSON: I understand that 
you do not think much of the idea of raising the 
price of gold in order to provide more international 
liquidity? | 

MR. THOMAS: No, I Rave more confidence 
in the ability of central banks to create more money 
without doing it by that device. 

| Our carpe does not involve the ability 

to create money, but to create it in the way that 
it moves to the right places at the right time. 
Changing the price of gold only benefits those that 


harpen to have zold, particularly the Russians and 
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South Africans. Most of the benefits go to those 
that a treedy Neve a lot of gold and do not help those 
that do not have any. So, there are other ways 
of providing international liquidity, and providing 
also for its redistribution which are far more Prtrebie 
than by changing the price of gold. The very risk 
of changing the price of gold is something that 
discourages more errictant use of gold as an inter- 
national reserve mechanism, because it encourages 
people to hoard gold in private supplies and remove 
it from the international reserve stock in order 
to take advantage of the possibility that the price 
of gold might be raised. There are only a few 
occasions in history where the price of gold has 
Poe lowers. one being the occasion when the Germans 
and the Dutch did it last year. Generally the 
F gold 

expectation is that / will rise in price. 

COMMISSIONER GIBSON: It happened once 
in Canada. 

MR. THOMAS: Yes, I guess maybe it did. 

COMMISSIONER LEMAN: Well, that is a long 
term view, Mr. Thomas; as the functioning of markets 
and facilities for moving funds across international 
borders is developed and made smcother and easier, as 


you have just described it. 
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Do you see some day the need or the possibility of 
some kind of a super-body that would exercise the type 
of monetary control, world-wide, as there is in each 
country and to effect the general liquidity all-over 
the whole system instead of just in one particular 
country? 

| MR, THOMAS: There may be, but 


there are a lot of things that have to be done before 


that; there is the question of sovereignty to tax. 
- systems and you have to move a long way in that 
direction on international uniformity of practice before 


we can count on a universal monetary system, but I think 


we are moving in that direction. It may be it will 


never -be necessary to have an over-all institution 


= 


at some time, but I should say it is at least a decade 


away. 
COMMISSIONER GIBSON: Do you think flexible 


exchange rates are an appropriate instrument of policy, 


‘monetary policy, in some countries? TI am not asking 


this question in relation to the United States, but 


we have such a policy here in Canada. 

MR. THOMAS: No, I don't like flexible 
exchange rates, as a personal view. T think it is much 
better to have the adjustments that are necessary to 
be made through the individual prices and costs 
rather than through trying to hake the whole structure 
of your price level, including things that may five need 
to be changed. 


I think flexible exchange rates increase 
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uncertainties and they make necessary adjustments 

that would be unnecessary otherwise. If they possibly 
can be avoided they should be. This is not saying 

at times certain countries have to wee their ex- 
change rates when they get far out of line, but even 
this I think could be avoided if they followed the 
right policies first. Generally changes in exchange 
rates are necessary because they have been following 
the wrong policies before that, and that should be 
avoided. 

COMMISSIONER MACKINTOSH: Might it be that 
some of the major reserve countries have been following 
policies that make life difficult for the others? 

MR. THOMAS: Yes, they may be. 

COMMISSIONER BROWN: Do you care to comment 
on the extent to which fixed exchange rates prevent 
certain flexibilities in monetary policy? 

MR. THOMAS: I don't think they prevent - 
flexibilities in monetary policy, no. I don't know 
why there should be varying exchange rates between one 
country and another any more than there should be 
between New York and San Francisco say. 

COMMISSIONER BROWN: I think it has been said 
here in Canada that we have great difficulty at times 
in maintaining a rate that might have been appropriate 
a little earlier, because of the terrific size of 
capital flows between here and the United States, and 
this is a rather unusual situation. 

MR. THOMAS: -Yes. I would prefer to see 


these adjustments made through the interest rate 


ednondeubbs yrsesccen slsm yodd bas eotdaksdreom 
yldtaeog yes Tl. .salwredto Yissascenmy od biyow tadd 
antysa don ak ,aidT ..od atubiits, seal chobtexécedanke 
-~xe «ttod? beinbite nae evaed seitatavoo mist199. esmis. ts 
neve tud ,entl to jue ast seg, yerd nsdw aetst sansdo 
edit bewolfot yeds Tk bebtovs ed bilwoo Antd? Liab 
sgisdoxs at eesasdo yiisrens) .darfil setotfoq sdgia 
aniwolfot need ved yoeds sausood yusagecen ets aedst 
ed birode Jsdi bas sie astoted esitotilog gcotw ‘asks 
| hco. Debkovs 
Jedd ed Ji dagiM :HAaOTMIXOAM HAMOL2aIMMOo 
gntwoffot ased eved esitinvoo svisaet tobem yedd, 10 ,omos 
aid Yaternto edd tot tivottLib ot£l alem jedd aohotlog 

| .od vem yeds .e9¥. :e@AMORT ..AM« 

Jmemmoo ot siso voy of :UWORE AAMOLaalIMMoo 
insve1rq astss sansdoxe bextt dotdw od; tnedxe edd mo 
fyofklog yistenom ni eeltii{tdixel[lt mtsirso 
. hese yout Antdd g'mob I +:Q@AMOHT  .AM 

wort t'nob I. .on .yotlog yustenom at eeltdilidinelt 
eno meswised eetst sgnsdoxe gaityusv ed bivoda soredd yaw 
ae ed bivode oetedd osdd stom yas wedtons, brs, yadnyoo 
| yea ooetonsta isa Das NioY well neewded 
| bse ased asa di Antdd I :WWOHA AGWMOLAALMMOO: ~ | 
aomtt ts ydipotTith tseug sved ew tedt. sbsns) at ered 
etsirqorgqs aeed sved ddgim tedt sist s aotatetatsam: rt 
=: to osta obiiatsd edd io sausoed ,telfase elsdil s 


Bas ,actsia betinU ent bis ster meewied, ewolt Istigso: 


Mmolisstitea isuyauny wentsi s at aids. 1M 


- 


_etsi seorstal odd dguotdd ebsm admemteuibs saedt 


992 oc tsterq blwow I .asY : 2AMOHT MMs carlo ad od 


+ res 


i>. ee a 


aye 
 #, 
/ th 


+ = 


4; oa 
Ue - 
5 


ome 


Nethercut & Young ~ 3944 le 


Torente, Ontaric 


1 structure, but Tam not sure it is feasible. 

2 You see, you have a policy in Canada of, 

3 in effect, sterilizing foreign exchange movements so 

4 they don't affect your interest rate structure, in 

> that all the foreign exchange that comes in is bought 
6 by the Exchange Equalization Account and the funds are 


7 held abroad, so they don't enter into your monetary 


8 stream. This is balanced out by public debt 

9 operations. 

10 Now, we do it differently in that the gold 

11 that comes in is bought by the Treasury and is im- 

12 mediately converted into money by transferring gold 

13) certificate credits to the Federal Treasury in effect 

14 ereating the money to buy the gold with, and that enters 
15 into our supply of member bank reserves. Whether the 


16| Federal Reserve offsets the effect of that by selling 


17 securities in the market is a matter of policy. fIf it 
18 is offset by Federal selling or buying of securities 

19 rather than by treasury selling or buying of securities, 
20|| it can end with exactly the same effect, but it doesn't 
21) necessarily do it. It becomes more a monetary policy 
22 decision. 

23 COMMISSIONER MACKINTOSH: Only the marginal 
24|| power for exchange purchases and sales affects the 

25|| exchange fund? 

26 MR. THOMAS: That is right, but it is the 

27| margin I am talking about. 


28 COMMISSIONER MACKINTOSH: It doesn't even 


29| follow that -- well, with a fixed rate I suppose they 


30 have to take it at an increase? 
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MR. THOMAS: Yes. 
COMMISSIONER MACKINTOSH: Unless it is 


offset by the market? 
MR. THOMAS: That is right. 
COMMISSIONER MACKINTOSH: Would you suggest 

it would be better to allow these movements to have 


their full and immediate effect? 
No, I think you have to relate 


MR. THOMAS: 
it to the monetary requirements of the domestic 


economy and with due regard to the international 
situation, but there are times when it might be advisable 


to permit them to have the effect in order to avoid 
It could be done through the interest 


undue influence. 
rate structure, 
I am not quite sure 


COMMISSIONER BROWN: 
how this will operate when you have large flows of 


capital in that are not affected by the interest rate 


structure but where they are for investment in equity 


19|| or ownership in real estate. 

MR. THOMAS: Of course, according to the 
old gold standard rules when capital comes in it 
is supposed to enter into the banking and monetary 


system and affect domestic interest rates or stimulate 


domestic buying activity and affect domestic prices and 


you get the adjustment. 
Now, internationally, through relative changes 
Back in the 1920's the 


26 
in interest rates and prices. 
United States was accused of sterilizing all the gold 


that came into the country and making it more 


28 


30 
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difficult for the British to adjust their situation. 
We did, in effect, restrict our domestic credit ex- 
pansion more than would have been possible if we had 
not restricted it, but this is again a question of what 
is the advisable x at the time in relation to the 
international situation as well as the domestic situation 
I think that these issues are going to have to be faced 
a little more from now on now that we have a system of 
convertible currencies and have some confidence in 
currencies. There are more movements of funds to take 
advantage of interest rate and price differentials. If 
you offset the effect of these you prevent the auto- 
matic adjustments from being made that would correct 
the movements. 

COMMISSIONER GIBSON: Mr. Chairman, if there 
are no more questions along this line, I wonder if 
Mr. Thomas might make one other brief statement. He 
has told us during this very interesting discussion 
quite a little about the report of the Monetary 
Commission in the United States in relation to a number 
of recommendations. 

Now, I wonder if he would care to say a 
word or two on what he thinks of the other well known 
report that has come out in the last few years, that 
of the Radcliffe Committee on Great Britain, from the 
standpoint of the American monetary system? 

MR. THOMAS: It is of course difficult to 
relate the report that is made on the basis of ex- 
perience in one country to the situation in another 


country, but perhaps one of the significant aspects of 


the differences between the Radcliffe Commission 
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report and the report of our Commission on Money 

and Credit, or the actual operating procedures that 
are used in the United States, is to bring out to some 
extent the differences that exist between those 
countries. 

I have some notes here where I have given 
some thought to this at one time in the future. The 
Radcliffe report had the result of stimulating discussio 
on monetary policy and mechanisms and effects in 
academic circles, among market practitioners and among 
policy-makers in both the United Kingdom and the 
United States and elsewhere. 

This report is related primarily to British 
practices, but since then we have had the comatnaten 
on Money and Credit study in the United States and 
its report, which gives an opportunity to compare 
or contrast the American practice and views. 

Also, the recent financial developments in 
the United States throw a light on how these procedures 
and theories have actually worked out under varying 
conditions. 

The Radcliffe ama thee sen tpktberp tt policy 
views, in effect, seem to -- and I would emphasize 
"seem to" because this is my interpretation and I am 
not trying to speak on anybody else': behalf, particularly 
not for the members of the Commission -- they seem 
to reject the control of cash reserves of banks as 
a means of regulating the money supply. 

Now, this rejection is based in part on 


doubt as to the efficacy of such control, but also 
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it is based on the actual: pracbitet lor the Bank of 
England of always buying treasury bills at a price -- 
if they do that -- that prevents the contol of cash 
reserves, 

The second point is that the report seems 
to minimize the influence of money supply on interest 
rates and on spending, and emphasizes general liquidity 
as the principal monetary influence on ageregate 
Spending and on the maintenance of economic growth 
and stability. But, because of the wide range of 
financial institutions that supply credit in Great 
Britain, the difficulties of controlling general . 
liquidity creates problems which the report recognizes 
but I am not sure provides any answer to. 

The report rejects the Bank of England 
control of short-term interest rates as an effective 
means of regulating the economy through monetary 
measures. You see, they have rejected the control 
of cash reserves as a means, because the Bank of 
England will buy bills at some rate and then they 
turn around and also reject the control of the economy 
or thet money system through the variations in the 


interest rates. 
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The report recognizes that relatively large 


~- 


changes in the level and particularly in the structure 


of itcrecst rates may have an effect on spending, 
and it indicates that the authorities should have 
aA positive policy towards interest rates, but they 
again are not too clear as to how this should be 


done, They furthermore seem to believe that the 


effects of any interest rate policy are slow 


= 


or that wide fluctuations would be harmful, so we 
must leave it in the air as to what is the means 
of control that they would use. 

They do place great emphasis or reliance 
on debt management and fiscal policy as a means 
of influencing general liquidity and the structure 
of interest rates and they also give some support 
to the use of direct or selective controls on particular 
lending activities of financial institutions, but at 
the same time recognize the difficulties and dis- 

- an approach 
advantages of such / and it would be used only 
as: a last resort. - 

In effect, it seems to me that the Radcliffe 
Committee's > chaiedaaandone leave the function of 
monetary policy consideration uncertain and provides 
no guides or standards as to how those policies 
should be conducted. 

The U.S. monetary policy in contrast, has 
set forth in the Federal Reserve board's submission 
to the Commission on money and credit -- which has 
not yet been published and which I have used extensively 


in my oresentation here -- and also to a considerable 
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extent in the C.M.C. en and assigns a more positive 
and definite -- though still limited = role to monetary 
poLicy 

First; they place primary emphasis on 
the control of cash reserves of banks and the 
resulting regulation of the money supply. These 
are the particular magnitudes that the Federal Reserves 
can fairly effectively control. 

7 Secondly, they recognize the importance 

of other liquid assets and non-bank financial 
institutions in supplying liquidity and credit, but 
point out that these facilities need not unduly hamper 
the effectiveness of monetary policy. Regulation 
of the anes Supply can influence total liquidity 
and, moreover, monetary regulation can, should be 
and has been adjusted to take into consideration 
changes in general liquidity and in the activities 
of non-bank financial institutions. 

Third, as to interest rates, interest 
rates are affected, directly and indirectly, by 
pee policy actions, and have an influence on 
the economic decisions. Interest rates, however, 
are also influenced by the various other decisions 
beyond the control of monetary policies, and in the 
longer run are likely to be determined by such 
decisions. It is essential for a proper functioning 
market economy that interest rates be permitted to 
vidlimadiaaiie both as to level and structure. Market 
fluctuations in Haiieodi rates reflect the impact 


of general liquidity and the activities of the various 
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financial institutions, and it is largely thro ugh 


interest rates that these non-bank activities may be 


influenced by monetary policy. 
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Fourth, public debt management also has an 
influence on the structure of interest rates -- and 
fiscal policy on the level of rates -- but under 
existing allocation of powers in the United States 
these are not the responsibility of the Federal Reserve. 
They must be taken as given in the determination of 
monetary policies and monetary actions must be adjusted 
accordingly so as to support the broad objectives 
of monetary policy and not the transitory problems 
of debt management -- except for very brief periods. 

These differences in approach in the conduct 
of monetary regulation are illustrated »y the develop- 
ments in the United states in the last two or three 
years. 

1959 is illustrative of a period in which 
aggregate credit demands were tremendous including 
a record federal budget deficit and in which most of 
these demands were met from non-bank lending sources. 

The amount of credit supply was large while 
the capacity for expanding output was restricted by 
the steel strike. 

Monetary policy was successfully directed 
toward restraining bank credit and monetary expansion. 

Interest rates rose sharply, thus helping 
to bring in funds from non-bank lenders. 

Commodity prices were remarkably stable. 

The developments of this period do not 
represent a failure of monetary policy to deal with 
a situation characterized by a great deal of non-bank 


lending, but rather the success of monetary policy in 
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dealing with such a situation. 

The restrictive policy no doubt prevented 
development of an inflationary trend and thus the 
avoidance of a serious subsequent collapse. 

Whether the policy continued too restrictive 
too long may be debatable, but any such judgment 
would be based on hirdsight rather than on the facts 
available at the time. 

1961, to take another period, illustrate; a 
situation of easy money policy along with economic 
recovery from recession which occurred with little 
monetary expansion as narrowly defined to include ex- 
pansion of demand deposits and currency -- but with a 
very marked expansion in liquid assets. 

Reserves were fairly generously supplied 
to banks and total bank credit expanded at a pace that 
was stimulative for the economy. 

An increase occurred in time deposits at 
commercial banks as well as in other types of fixed- 
value redeemable claims in financial institutions. 

Debt management and the fiscal situation 
added to the public debt and particularly to short-term 
securities. 

These additions were reflected in bank, rather 
than in non-bank holdings. 

In 1961 the banks bought short-term government 
securities, thereby supplying funds to the public. The 
banks had the available reserves for increasing their 


holdings of government securities. The public didn't buy 
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cinment securities. 
Interest rates were low, relatively speaking. 


A possible explanation of this combination 
of events lies in moderate degree of the interest rate 
decline -- much less than in other recession periods. 

it i8 partly a result of the policy in holding up 
or refraining from redvcing short-term rates in order 
not to encourage a flow of funds abroad and the loss 
of gold reserves. There was in this period a positive 
policy toward interest rates, to use the words of the 
Radcliffe Commission. 

The view that short rates could be kept up 
and long rates lowered which was held in some circles 
proved to be unworkable. 

Other factors keeping interest rates up 
were the moderate nature of the recession that had 
occurred, and the maintenance of borrowing demands, 
particularly long-term, at fairly high levels. 

Again, though, the money supply did not 
increase as much as might have been considered 
desirable although the monetary policy cannot be 
said to have fallen down. 

General liquidity increased and credit was 
freely available. Actually, the total increase in 
all types of credit in 1961 was about $50 billion -- 
more than in any other year except 1958. Bank credit 
inereased about $1 billion which was only a little 
less than it was in 1958. This increase was about 7 
per cent, which was roughly commensurate with the 
increase in jross National Product which was about 


8 per cent. 
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Recovery advanced in 1961 about as fast 
as could be expected and a vulnerable bond market 
was avoided in contrast to the year 1958. 

Looking briefly at 1962, the same credit 
trends that characterized 1961 have continued with 
even more striking increase in time deposits at banks 
which has been stimulated by the increase in interest 
rates paid by banks.» 

There has been some, though still moderate, 
increase in demand deposits and currency. In both 
years there has been an increase in demand deposit 
turn-over. 

In 1962 we might say the economic activity 
increase has been slower than desired, but the slowness 
evidently cannot be attributed to the lack of credit 
availability. Other factors of a structural nature 
must be the cause of this slow rate of economic 
expansion and the continued slack in the economy. 

Mr. Chairman, that more or less summarizes 
the position that I have tried to present to this 
Commission in my appearance before you. 

THE CHAIRMAN: Mr. Thomas, I wish to thank 
you very much indeed for not only the brief you ace 
presented but for the most comprehensive discussion 
in which we became involved in the last two days. 

It has been invaluable to us in our deliberations and 
we are very greatly indebted to van iton your contributio 
to the work of this Commission. 
ey We wish to thank you and also the board 


of governors of the Federal Reserve system for helping 
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to make your appearance possible. 

MR. THOMAS: Mr. Chairman, it has been a 
great privilege to me to be able to end my career in 
central banking by appearing here to present the views 
from my experience and the philosophy that I have 
developed as well as to endeavour to present the general 
views and principles that govern the Federal Reserve 
system in its operations. 

THE CHAIRMAN: This session will now adjourn 
and the Commission will meet on Monday, September 10th, 
in Ottawa at 9:15 a.m. when we shall hear the submission 


of Lord Cobbold, formerly the Governor of the Bank of 


England. 
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OPERATION OF THE MONETARY SYSTEM IN THE U.S.A. 


SUMMARY 

Monetary and credit institutions and practices 
in the United States differ from those in Canada 
in a number of significant respects. The more funda- 
mental of these differences fall into two broad 
categories; (a) structural features that cannot easily 
be changed, and (b) procedures that have become well 
established but might be altered. Many of the 
variations in operating practices as between the two 
countries. stem from these more or less ingrained 
differences. »Others.are the result of differences in 
situations that arise or in judgment. 

Structural features - Principal differences 
of a basic structural nature are; 

(1) In contrast to the Canadian system of 
a few large banks with widespread branches, operating 
mostly under a single jurisdiction, the banking 
system in the United States consist of thousands of 
individual banks, operating under separate laws -<- 
State and Federal; supervised by separate and over- 
lapping authorities; and with branches either prohibited 
or confined to limited areas. An important result of 
these differences in the United States is to increase 
the over-all liquidity needs of the banks with 
frequent demands for Reserve Bank credit, and to 
promote the existence of an active short-term money 
market to allow for shifts of funds among banks. 


(2) The organization and procedures of the 
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central banks differ. The Federal Reserve System is a 
complex structure of 12 separate Federal Reserve Banks 
and a Board of Governors in Washington, with a Federal 
Open Market Committee consisting of members of the 
Board and five representatives of the Federal Reserve 
Banks. Although authority for policy decisions is 
divided among these bodies, most policies are formulated 
on the basis of joint participation and discussion at the 
frequent meetings of the Federal Open Market Committee. 
This gives the benefit of wisdom and knowledge of 

many informed and responsible people. 

(3) In its relationship to the current 
governmental administration, the Federal Reserve System 
has a recognized status of independence. This is partly 
the result of the constitutional structure of government 
in the United States with division of powers between 
Congress and the President. Congress has allocated 
the administration of the monetary power to the Federal 
Reserve. This independence of the Federal Reserve 
System within Government may also be said to reflect the 
view, which underlies the establishment of separate 
central banks in most countries, that authority to 
regulate the creation of money has to be safeguarded 
against abuse either by Government or by private 
enterprise, though not completely divorced from 
influence by either. 

Procedural differences =—- Principal differences 
between well established procedures in the monetary and 
credit systems of Canada and the United States are: 


Administration of reserve requirements for 
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commercial banks is more complex and perhaps more rigidly 
enforced in the United States. There are different 
requirements for demand and time deposits and for demand 
deposits in two classes of banks. These differences are 
due in part to historical developments, but they also 
reflect the basic principle that the various categories 
of deposits have differing degrees of money quality. 

Because individual member banks find somewhat 
more occasion to borrow at the Reserve Banks, the act 
of borrowing and the discount rates charged have more 
impact and probably greater significance in the United 
States than in Canada. 

In the United States, banks are prohibited from 
paying interest on demand deposits, and maxima are 
imposed by regulation on rates that may be paid on time 
deposits. These maxima vary according to term of the 
deposit and are changed from time to time. These 
restrictions were imposed initially to safeguard banks 
against unsound competitive practices and to reduce the 
attraction of funds to financial centers. They also 
have some impact on the allocation and perhaps the 
volume of saving. 

Although the Federal Reserve Banks serve as 
fiscal agents for the Treasury in holding balances 
and in executing transactions involved in management 
of the public debt, as well as in other fiscal operations 
it appears that the Bank of Canada is more active and 
exercises a higher degree of responsibility for 
decisions in public debt management than do the Federal 
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Another significant difference in debt 


management procedures is found in the use of so-called 
tax and loan accounts at commercial banks as an 
effective means of underwriting Treasury issues of new 
securities. This process removes or reduces the 
necessity for using Reserve Bank credit in these operation 
in a way that might conflict with current monetary policy. 

Monetary policies in Canada and the United 
States may also be differently influenced by the 
positions with respect to international movements of 
funds. These arise from differences in factors 
affecting the balance of payments and also from the 
status of the U.S. dollar as an international reserve 
currency. 

Objectives of monetary policy - Broad 
objectives of monetary policy are generally identical 
in nearly every country. They are to assure availability 
of sufficient bank credit and money for sustained 
economic growth and development; to maintain stability 
in the general level of prices; and to protect inter~ 
national convertibility of the currency. It is also an 
aim of Federal Reserve policy in achieving these 
objectives to maintain the operation of free markets 
in a free enterprise system. 

Processes and procedures through which policy 
is executed are necessarily more specific than these 
broad goals but can never be dissociated from them. 
Procedures used in one country differ in many respects 
from those followed in other countries. In summarizing 


a comprehensive answer recently submitted to questions 
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by the Commission on Money and Credit, the Board of 
Governors described the focus of Federal Reserve 
operations, as follows: 
"Federal Reserve policies, directed toward 
the broad ultimate objectives of fostering price 
stability, high level employment, and sustained 
economic growth, are determined by the policy- 
making authorities of the System on the basis of 
a great many considerations. They are put into 
effect operationally through control over bank 
reserves. It is principally through the channel 
of bank reserves that Federal Reserve policies 
influence the volume of bank credit, the money 
supply, and interest rates." 
instruments of Federal Reserve policy ~-- 
Principal instruments employed by the Federal Reserve 
to influence the availability of bank reserves 
include the following: 
(1) Diseounts (member bank borrowing) at 
the Reserve Banks make reserves available at the 
initiative of the banks, but in a manner that exerts 
restraint on credit expansion, because of a well- 
established tradition against borrowing. The degree of 
restraint may be varied by alterations in discount rates 
and to some extent by Reserve Bank administration of the 
discount facility. 
(2) Open market operations, which are 
conducted at the initiative of the Federal Reserve Open 
Market Committee, affect the availability of reserves for 


banks in general. These operations comprise the bulk of 
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Federal Reserve credit activities, but most transactions 
are engaged in for the purpose of offsetting large 
seasonal and other temporary fluctuations in various 
other factors, such as currency and gold movements and 
float, that affect the supply of reserves. 

(3) Changes in reserve requirements of 
member banks, which may be made within specific limits 
by action of the Board of Governors, can affect the 
avallability of reserves without changing the 
existing supply. This instrument is not suitable for use 
in delicate adjustments of reserve availability and is 
employed generally only for making major alterations of 
a longer-term nature. 

Except for control of stock market credit, 
which for historical reasons had come to occupy an 
excessively unstabilizing role in the U.S. credit 
structure, the Federal Reserve has made little use of 
attempts to regulate specific types of credit by 
selective controls or by methods of persuasion. Such 
measures not only have the disadvantage of interfering 
with free market processes but also are difficult to 
apply in the United States with its large number of 
banks and other credit institutions. 

Guides to and effectiveness of Federal 
Reserve actions - Particular considerations that 
influence the determination of Federal Reserve policies 
and actions and the developments that measure the 
effectiveness of such actions are numerous and broad. 
The pednkect guide is the reserve position of banks. 


The various considerations that are kept in mind have 
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been summarized by the Board in its answers to the 
Commission on Money and Credit as follows: 

"In determining ehaevenan of operations 
needed at any time in order to provide reserves 
adequate for changes in bank credit and the money 
supply that would best contribute to the broad 
objectives of policy, allowance must be made 
for seasonal and other temporary variations in 
factors that affect the supply of or demand for 
reserves. In dollar amounts these temporary 
variations are much greater than cyclical or 
growth needs. 

"Decision as to the appropriate amount of 
bank credit and money at any time is made in the 
light of a great number of variables: supply and 
demand conditions in markets for goods and 
services, and volume of employment and production 
relative to available resources, movement of the 
general level of prices, the general liquidity 
of the economy, the availability of credit from 
nonbank sources, the strength of prevailing 
eredit demands, and the rate at which the 
existing money supply is being used. It must be 
recognized that bank credit supplies only a 
relatively small portion of the total credit needs 
of the economy, but the maintenance of this 
portion at an appropriate amount is of considerable 
marginal importance in helping to make possible 


sustainable economic growth. 
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"Movements of interest rates are determined 
by the interaction of borrowing demands of all 
kinds upon the available supply of lendable funds. 
Bank credit is only a portion of this supply. 
Federal Reserve policies and cperations do not aim 
at long-term control of the evel or structure 
of interest rates. Normally the free interplay of 
supply and demand forces on the course of interest 
rates enables such rates to perform essential 
allocative functions. Interest rate changes are 
an essential part of the mechanism through which 
monetary policies ultimately influence the 
decisions of borrowers and lenders. They serve 
as a significant indicator of market developments 
that are relevant to the determination of such 
policies." 

Formulation and execution of monetary policy 
is a continuous process, Continuing review and 
appraisal of economic and financial developments is a 
prime essential. Specific actions by the Federal 
Reserve affect the supply of bank reserves and through 
them the availability of bank credit and the supply 
of money. The impact of Federal Reserve policies 
upon the greater volume of credit that is obtained 
from nonbank sources, upon the general liquidity of the 
economy, and upon the level and the structure of interes 
rates is indirect and often quite remote. Developments 
in all of these areas, however, are taken into con- 
sideration in formulating Federal Reserve policy 


decisions. 
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Federal Reserve authorities also are constantly 
aware and are alert to point out that monetary policy 
should not and cannot be relied upon to assure the 
maintenance of an appropriate level of aggregate demand 
or of any particular element of consumption or investment 
except to the extent that adjustment in availabie cash 
balances can contribute to such an objective. Aggregate 
demand and economic equilibrium depend more largely on pro- 
ductivity, on the structure of prices and costs, on 
the distribution of incomes, and on various other 
incentives, than on variations in the quantity of money. 
Monetary policies cannot be expected to prevent or 
correct imbalances that might result from structural 
imperfections or from mistakes of judgment by business 
or individuals or by Government. Attempts, in the 
face of any such situation, to assure continuous 
stimulation of the economy through bank credit expansion 
might incur the risk of speculative or other unsustainable 
developments that would create rather than prevent 
instability and unemployment. 


International considerations in monetar olicy 


During most of the existence of the Federal Reserve System, 
contribution to the maintenance of balance in the 
international payments of the United States and 

assurance of convertibility of the dollar at a fixed 
relationship to gold have not been important considerations 
in the determination of monetary policy. Generally, gold 
movements were of concern only to the extent that Federal 
Reserve operations were needed to offset their effect on 


member bank reserves. 
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In recent years, however, persistent deficits 
in the balance of payments, resulting in drains on the 
gold stock and continuing through a period of recession 
in domestic economic activity while activity in other 
leading countries remained at a high level, has made 
it necessary to frame monetary policy in a manner that 
would not encourage further losses of gold reserves. 
At the same time, because of slack in the U.S. economy, 
it has been desirable to assure adequate bank reserves 
to void credit restraint and to promote expansion, 
This unusual conjuncture of forces has presented a 
difficult dilemma, especially since some of the principal 
underlying ae of the payments deficit could not be 
remedied by monetary policies. 

Adjustment in the exchange value of the 
U.S. dollar is not considered to be a usable means for 
dealing with this type of problem. In the first place, 
many of the adjustments needed can be most effectively 
made through demand, supply, and price changes in 
particular markets. Attempts to change the general 
price level relative to others would create other 
problems of a far-reaching nature. Moreover, because 
of the role of the U.S. dollar as a key international 
reserve currency, it is a basic tenet of U.S. monetary 
administration that the value of the dollar be maintained 
ata fixed relationship to gold. Any possibility of a 
change in that relationship would threaten large outflows 
of funds and loss of gold. In the long run it would 
destroy an essential means of providing international 


liquidity. 
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In order to assure adequate international 
reserve liquidity to meet the varying needs of world 
commerce and finance, it is essential that confidence 
be maintained in the stability of key reserve currencies. 
Various proposals for alternative standards or ways of 
providing the world with additional reserves would not 
dispose of serious economic and financial problems that 
underlie recurrent balance of payments difficulties. 
These will have to be solved by more direct means or 
through the gradual operation of market processes in 
particular sectors. Moreover, these proposals do not 
provide a solution for serious problems in ensuring 
wide acceptability of some new reserve medium. No 
standard will work unless major central banks are 
willing to forego keeping all their reserves in gold, 

Organization and personnel of the Federal 
Reserve System. Organization of the Federal Reserve 
System consists of the Board of Governors in Washington 
and the 12 regional Federal Reserve Banks and their 
24 branches, which together regulate certain activities 
of some 6,100 privately owned commercial banks, with 
a view to regulating the availability of bank credit 
and of cash balances needed for sustained growth in 
the economy. This type of organization represents a 
unique regional concept among the central banks of the 
world. 

The Federal Reserve Board comprises seven 
members, appointed by the President and confirmed by the 
Senate, who serve for overlapping terms of 14 years. The 


law provides for "fair representation of the financial, 
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agricultural, industrial, and commercial interests 
and geographic divisions of the country." The Chairman 
of the Board, selected from the members, is appointed 
by the President for a four-year term. In selecting 
men for appointment to the Board, the President has, 
on some occasions, sought recommendations from the 
Chairman of the Board and on others has acted on 
recommendations from other sources. The Board members 
have been a diverse group, but of appointments made since 
1950 a record of some prior. service with the Federal 
Reserve System -- as a director or officer of a 
Federal Reserve Bank -- has been an important consideratipn, 
The Board's primary responsibilities (as 
already discussed) include the formulation of appropriate 
eredit and monetary policies to carry out the basic 
function of the Federal Reserve System. Many of those 
policies are formulated in cooperation with the Federal 
Open Market Committee and the Federal Reserve Banks, 
Its supervisory responsibilities with respect to the 
Federal Reserve Banks include : approval of the President 
and First Vice President of each Reserve Bank; review 
of their annual budgets, including approval of salaries 
for all officers and employees and of certain other 
major expenditures; an annual examination to assure 
compliance with applicable provisions of law and 
regulation; and coordination of economic research and 
review of System publications. The Board also directs 
activities of the System in the examination and super- 
vision of its member banks. 


Within the framework of the Federal Government, 
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the Board represents the System in its relations with 
executive departments and with Congress. It exercises 
special supervision over asddvehonmicleintl operations 
of the Reserve Banks and is represented on the intra- 
governmental National Advisory Council on International 
Monetary and Financial Problems. 

At the end of 1961 the Federal Reserve System 
had 6,113 en banks. Of these, 4,513 were national 
banks, for whom membership is mandatory, and 1,600 
were State-chartered banks that had voluntarily joined 
the System. Less than one-half of all commercial banks 
in the United States belong, but these hold 85 per 
cent of the total deposits. 

Decentralization is an important characteristic 
of the Federal Reserve System. Each of the 12 Reserve 
Banks operates under the general direction of a board 
of nine directors, who serve three-year terms and who 
are primarily responsible for the conduct of the banks! 
affairs, subject to the supervision of the Federal 
Reserve Board. Ina preferential balloting by size of 
bank, three bankers and three nonbankers are elected to 
directorships by the member banks in each District. The 
remaining three are appointed by the Board of Governors 
and, of these, one is designated as Chairman and another 
as Deputy Chairman. Those selected for appointment are 
among the civic, business, professional and educational 
leaders of the Districts. No director may hold public 
office of a political nature. The boards of directors 
select the full-time officers of the Reserve Banks and 


by far the majority of their top officers are career men 
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The directors provide experienced judgment on operationa 
problems, as well as a grass-roots view of economic 
conditions, and also serve i disseminate better 
understanding of Federal Reserve policies and actions. 

The general reputation and the nonpartisan 
public character of the Federal Reserve 6hateu have been 
key elements in the recruitment and retention of 
career personnel. Coordinated efforts of the Reserve 
Banks and the Board have been directed toward maintainin 
close contact with colleges and universities throughout 
the country to facilitate the recruitment of professiona 
personnel, particularly economists. 

Comprehensive development and training programs 
on both an individual and group basis have been fostered 
throughout the System. Individual training assignments Have 
included attendance at various institutes, seminars, and 
workshops; visits to Reserve Banks and commercial banks; 
academic work in connection with graduate degrees; and 
participation in privately financed fellowship programs. 
The transfer of personnel within the System also provide 
opportunities for individual staff training. Group 
programs for development and training have covered a 
wide variety of subject matter with special emphasis on 
economic problems, bank examination, automation, and the 


use of the electronic computers. 
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OPERATION OF THE MONETARY SYSTEM IN THE U.S.A. 


1. In viewing monetary and credit arrangements 
and practices in the United States from the standpoint 
of possible alterations in the Canadian financial system, 
it is essential to keep in mind significant differences 
between the two systems. This memorandum begins, 
therefore, with a discussion of some of the more 
important of these differences. The remainder of the 
memorandum discusses the objectives guides, procedures, 
and organization of the Federal Reserve System and its 
relationship to the Government and to other credit 
institutions, with little or no reference to the 
situation in Canada.* 
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*#This memorandum draws primarily upon two 
other araeucetons of the United States monetary system: 
(1) Answers by the Board of Governors to questions 
presented to it by the Commission on Money and Credit in 
its recent inquiry of the American monetary system. Thes 
answers, which were prepared in late 1960, are expected ¢ 
be published in the near future. (2) Memorandum of 
Evidence submitted by Mr. Winfield Riefler, then 
Assistant to the Chairman of the Board of Governors of 
the Federal Reserve System, and also the oral evidence 
presented in June 1958 by Mr. Riefler to the British 
Committee on the Working of the Monetary System. Other 
statements submitted by the Board of Governors to 
Congressional committees, as well as a variety of 


published studies and reports, also provide background 
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material for some of the statements. In some cases 
sections have been taken completely or with little 
alteration, and without reference, from these various 
documents. The personal judgments of the writer, based 
upon years of experience with and study of the operation 
of the monetary system in the United States and to a 
limited extent systems in other countries, must be held 
responsible for some of the views expressed. In 
preparing the section on international considerations, 
valuable aid was received from Mr. Arthur B. Hersey, 
Adviser in the Board's Division of International 
Finance. The section on organization and executive per- 
sonnel of the System was prepared by Mr. Clarke L. 


Fauver, Assistant to the Board. 


I. Differences Between Financial Systems 


2. Aside from differences of magnitude due to 
population size and volume of national product and 
diversities in industrial composition as between the 
United States and Canada, there are two types of more 
or less inherent or otherwise well-established 
differences between the financial systems of the two 
countries: (1) Basic structural features that are 
inherent for traditional, constitutional, or long- 
established legislative reasons, which would be difficult 
if not impossible to alter in either country; and 
(2) well-established procedures and practices, resulting 
from legislation or custom, that might be altered 


through new legislation, regulation, or evolutionary processes. 
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Basic Structural Differences in Monetary Systems 


3. Principal basic differences of a 
structural nature, which cannot be easily changed, if 
at all, significantly influencing the operation of the 
monetary systems and of monetary policies in the two 
countries fall into three groups: 

4, Banking structure. -- Perhaps the most 
important is that, in contrast to the Canadian banking 
structure of a few very large banks with widespread 
branch systems, the banking structure in the United 
States consists of nearly 14,000 local banks, operating 
under a diversity of laws and supervisory authorities. 
In many States branch offices are not permitted; in 
others branches are confined to the locality of the 
head office; and in no case can a bank have operating 
branches in more than one State. 

5. This structural difference is significant 
from the standpoint of the conduct of monetary policy 
for a number of reasons. Probably the most important 
is the effect on the reserve positions of individual 
banks resulting from clearances among banks, which are 
much larger in amount with numerous local banks than 
in the case of a few large, diversified branch bank 
systems. These adjustments necessitate more frequent 
resort to Reserve Bank credit and also a greater need 
for liquidity. These liquidity needs, together with 
earlier laws as to bank reserve requirements, have led to 
the maintenance of a substantial volume of interbank 
balances, which in turn are highly volatile and require 


the maintenance of liquid positions by the banks in which 
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these balances are deposited. 

6, All of these liquidity demands depend upon 
and contribute to the fa Pdetanwe of a large and 
active market for demand of short-term money. It is 
reasonable to conclude, therefore, that the money market, 
narrowly defined as a market where funds can be readily 
raised or put to use at some rate of interest for 
short periods, is necessarily much broader and more 
pervasive in its influence in the United States than 
in Canada. 

7. Another significant aspect of this complex 
and diverse banking structure relates to the allocation 
of responsibility for bank chartering and supervision. 
This authority resides in the 50 state governments and 
in three Federal agencies, with a great deal of over- 
lapping. Duplication is avoided or lessened by 
informal cooperative arrangements. Although the 
Federal Reserve, which is responsible for monetary 
policies, has supervisory powers over member banks 
that are greater than those possessed by the Bank of 
Canada, the System's authority is shared with that of 
other agencies and does not cover nonmember banks, 
except in a few matters. 

8. The other two Federal agencies are the 
Comptroller of the Currency, connected with the Treasury 
Department, responsible for the chartering and super- 
vision of national banks, and the Federal Deposit 
Insurance Corporation, which insures the deposits of 
all national banks, State bank members of the Federal 


Reserve System, and such other State-chartered banks as 
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voluntarily become member of the Corporation. There 
are about 4,500 national banks holding about 55 per 
cent of the resources of all commercial banks, about 
1,600 State bank members of the Federal Reserve System, 
with about 30 per cent of total banking resources. 
Nonmember banks number about 7,300, of which all but 
about 300 are insured.1/ 

9. Central bank organization... -- The second 
basic structural difference relates to the respective 
organizations of the central or reserve banks and the 
processes of monetary policy formulation. Whereas in 
Canada there is one central bank, largely operated by 
its principal officers under general direction of a 
part-time. board of directors, the Federal Reserve 
Banks, with limited authority to determine monetary 
policies, and a full-time Board of Governors in 


Washington with considerable ultimate authority.2/ 


1/.A brief discussion of bank supervisory functions 
of the Federal. Reserve in relation to those of other 
bank regulatory agencies may be found in Chapter 
VIIL of "The Federal Reserve System -- Purposes 
and Functions", published by the Board 
of Governors, February 1961. 

2/ More detailed description of the organization of 
the System is given in Part vi of this 


memorandum. 
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10. Most important policy decisions are 
formulated by the Federal Open Market Committee, which 
is composed of the seven hevemnses and five Reserve 
Bank Presidents, four of whom serve on a rotation system 
for one year at a time. Practically all policy 
decisions are either determined or discussed at 
meetings of the Open Market Committee, which are 
generally held every three weeks and are attended also 
by Presidents of the Reserve Banks not then serving 
on the Open Market Committee. 

il. This apparently complex and cumbersome 
structure gives the benefit of the wisdom and knowledge 
of many informed and responsible people and brings 
many points of view from all sections of the country 
into the formulation of monetary policy. Aithough the 
processes of decision-making are necessarily somewhat 
more involved than is the case in a single institution 
with a titular head in whom most authority is centered, 
the Federal Reserve structure helps to safeguard dgainst he 
dominance of any single viewpoint in reaching decisions 
upon matters so important and at times so far-reaching 
in their effects as monetary policies. At the same 
time, with the aid of airplanes and telephones, the 
benefit of frequent discussions, and continuous inter- 
change of information, decisions can be reashed as 
expeditiously as may be necessary under particular 
circumstances. 

12. Relation of central bank to the Government f-- 
The third basic structural difference between Canadian 


and U.S. practices rests in the constitutional relationship 


F ‘evasect ‘evi? Bas eSeiteas68 Soest 6a-18-Skes —_ et 
bee navege Holtetor s ad oviee mort Yo wot Jaedon tedden 
| re Bethe tT eae ee ee aos 


ts bosavoelb to bentmreteb teddts ots wala 


- © 

“ sts dotdw .eed¢immod sexteM 18q0 ‘erly ‘Yo: cintnet 

i. | Sale bepHeees ets bas earlsew soudd yxove bled ‘Ylisreney |e 
Bot al giivase nocd joa anvnsd svisesh edd lo etfteblestt yd |p f 


| .osttiomod gevtel naqd edd ae 
gmogiedac bee xefquoo yfdnetsqqs "etaT’ Dre oo ooooe sy: 
egbsiworm! base mebatw odd Yo dbtsned éd¢ aevis sintostdea 
eunted bas siqesg aefidtanoqas2 bis Aeorto tnt: giants. 
yisnses eng to antidose [fs moxt watv to -sditog yitsm 


att AgvoddfaA .yotiog wistentm to “nofdsfumrot Ssd¢odnt 


Fadwenoe vitvsoesoon eve antvem-notatosbh to asaassotg 
aobiutieeok efeetea s at ease edd Sk marlé Bevfovat exon 
phexetnes eh ysiunorsguse gaom modw at beed asludtt as Ati 
ang senticue brenrestsa ot agied oxwtomnte — fsrebs® sas 

atotetoeh gattdosst ab dateqwetv efgata yis to sorantmob 
uatdoset-ts% of asmid ds bas dasdétoqmt o@ axsddtem mos 
i | Sass out JA  sasftotiog qistsadm as -etoetts wisdt mt 
ent (eenotqelsd bins “aéhetgrte to bis eds Atiw (omts 


~raiit ayounttios bas cenetedoseth graupext to fttened 


(o , a8 berieeen od meso enotetsed [aditemtotnt 6 esnsds 


tsivetiasq “tabeny Wiwesooer ad Yam as ¢lavottifeqxe | fos 


-200nbsembotts Ty 
# ui tn 7 


| teeomertevon as o3 xined Lsisnso to nottslem parson | 


@ netbans® seewted coners T1Lb Isnusoutde otesd nae nt |p 


». 
sprveenten:taiennenttonm wnt at ede es 2.0 bas 


ial ame . 


Nethercut &é Young A2e2 


Toronto, Ontario 


between the central bank and the general governmental 
administration. It would be presumptuous and beyond 
my knowledge for me to attempt to describe the 
relationship between the Bank of Canada and the 
Government. From the standpoint of contrast with the 
United States, a most significant aspect is that 
Canada has a parliamentary system of government where- 
in the executive is answerable directly to Parliament. 

13. The United States Constitution, by 
contrast, separates the powers of the executive, 
controlled by the President, and the legislative, 
represented by the Congress. The Congress in turn 
has delegated some of its powers to a number of so- 
called independent agencies. The power to regulate 
money, construed to be a particular responsibility 
of the Congress, has been largely delegated to the 
Federal Reserve System. In many respects the Federal 
Reserve is probably more removed from Presidential 
authority than other independent agencies. It is 
also administratively removed from the budgetary 
eontrol of Congressional appropriations. 

14. The Board of Governors and the System 
generally are always’ subject to the will of Congress 
as may be expressed in legislative enactments and 
operate under the surveillance of Congressional 
committees. It should also be neted that 
coordination with economic policies of einen branches 
of the Government is constantly maintained through , 


exchanges of information and through consultation -- 
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regularly and frequently with the Treasury, often with 
the President's Council of Economic Advisers, and at 
times with the President. The broad objectives of 
governmental economic policies, set forth in the 
Employment Act of 1946, are considered to apply to 
Federal Reserve policies. 

15. Reason for the relative independence 
of the Federal Reserve System within the governmental 
structure is more fundamental than the constitutional 
form of government. Even under parliamentary govern- 
ments, authority to regulate the creation of money 
is generally delegated to a separate institution and 
is surrounded by bs aeieecetatetiic against abuse either by 
government or by private enterprise, though not 
completely divorced from influence by either. In 
a free enterprise market economy, private credit 
institutions and practices inevitably serve monetary 
functions. These institutions and practices need 
to be regulated by legislative or regulatory devices 
but they cannot be wholly eliminated or replaced by 
governmental operations. Moreover, history has 
shown that governments, which are potentially, if 
not actually, substantial borrowers, are under 
constant temptation to create money in excess of the 
cash needs of the economy. 

16. In answer to questions by a committee of 
Congress, the Board traced the constitutional and 


historical basis for the authority assigned 
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to Lt. By In that answer, it stated: 


MW eeeceeethe Board of Governors and the Federal 


Open Market Committee ..... has been established 
by Congress to exercise important and unique 
functions of Government -- generally described 
as reserve banking functions -- which relate 

to the regulation in the public interest of the 
volume, availability, and cost of money; and, 
recognizing the need for independence of judgment 
in the exercise of these functions, Congress 

has indicated its intent that the Board and the 
Committee shall act according to their own best 
judgment and discretion, subject always to the 
limitations and policy directives prescribed by 
the law. 

"Credit and monetary functions, like the 
functions of the judiciary, depend for their 
effective performance upon impartial and objective 
judgment. 

"The country cannot prosper without a soun 
basic economy and sound credit conditions. To 
maintain such conditions, it is essential that 


money =--- the ‘medium of exchange’ by_which goods 
3/ Monetary Policy and the Management of the Public 


Debt, Joint Committee on the Economic Report, 82d 
Congress, 2d Session, 1952. Part 1, pp. 242-248. 
See also Hearings, Statement by Lucius Wiimerding, dJr., 


pp. 752-754; and the Report of the Subcommittee, 


pp. 49-53. 
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" and services change hands -- must adequately and 


flexibly serve its purpose in a complex economy. 
To this end, some Government agency must be given 
the responsibility, under appropriate Congressiona 
authority, for influencing the volume and 
availability of money in the public interest; and 
it is this responsibility which is vested in 
reserve banking authorities. ... 

"Because money so vitally affects all 
people in all walks of life as well as the 
financing of the Government, the task of credit 
and monetary management has unique characteristics 
Policy deetaaene of an agency performing this 
task are often the subject of controversy and 
frequentiy of a restrictive naturé; consequently, 
they are often unpopular, at least temporarily, 
with some groups. The general public in a 
democracy, however, is more apt to accept or 
tolerate restrictive monetary and credit policies 
if they are decided by public officials who, like 
the members of the judiciary, are removed from 
immediate pressures. 

"There is a long-established tradition 
both in this country and in other democracies 
that the proper exercise of reserve banking 
functions requires that it be insulated against 
private or public pressures whose immediate 
interests may not coincide with the best long- 


run interests of the country." 
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17. In its final report, the subcommittee 


conducting this inquiry, in a discussion of the question 
of the independence of the Federal Reserve System 
with respect to the President, concluded that "the 
Board is formally independent in the exercise of its 
judgment and can make such decisions as it believes 
to be in the public interest." The Committee 
added, however: 
"But, the formal independence of the 
Board of Governors from the President is 
inevitably limited by the hard fact that 
fiscal and monetary policy must be coordinated 
with each ether and with the other policies and 
objectives of the Government if the Government 
is to be of the greatest service to the Nation." 
18. The unique status of the Federal 
Reserve System ~-- with its diffusion of authority 
in decision-making, the l4-year staggered terms of 
members of the Board of Governors, the establishment 
of regional Federal Reserve Banks, participation of 
Reserve Bank Presidents and Reserve Bank boards of 
directors in decision-making, and exemption of the 
System from governmental budgetary control -- are 
designed to safeguard its decisions against undue 
eontrol by either private interest or public power. 
19. It is nevertheless clear that the 
Federal Reserve System is governmental, not private. 
The Congress delegated to the various Federal Reserve 
bodies authority to exercise the principal monetary 


powers of Government. They are expected to be 


te 

rg j 

ee: petal, 7 ‘fs nk opt 
ve oy “ins - 


> Se seh 
hen 98% MOS 


7 ae 


coe erty rue . 


of | potveouy as Yo moksavoash sm bate 
opel motexe. evaensh {sede pine 0 abe 


_ oda" taais: bank anoe: einsblasrt edd ot soequer 1 ititw 
atk eeuene venene ods at Jjnobreqebat VLsarco® ek bt 
etn tt BS anoteboob fioye ealem meso Das pal 


- 


settimmod elf ".tesexetak otfduq srid mt od ot Si 


i ; dor eker Quire SaNnetosh debbs de 

7 | | gilt No semsbaegebat Lemro% edd, dua” | 

me | Lan ab imebleetd end mox') asonrsvyod to bis0d 

vl: vs.» tant tosh bust eds. yd betimtl yidsdivent 

- ‘af 3 betanibueos sd daum yotleg yrsienom bas, [soaltt 

ee | bas setotiog tendo edi ditiw das, teddgo dose dttw n 

ae snomausveD odd Tk tnemrievoD end te aevisoetdo e 

i | . ".sobdteii add of eatvase teetsetg ent to ed odr et ae 

e; fesebo% edd “lo eateate ouplay ed? .. BL. 4, | lat : 

j Qtitedius Yo sokayTith ett sdMiiw -- medaye® evisael va 
to emusd. bewsgagesta teoy-AL edd, pgnidemnobetosb at |: 


a 
dneadetidetes. eit ,eterievoD ‘to bisod edd to atedmom | | 


yer 

' to moltagtoivusq ,annsd —- fsushet, L[anoigst *o & ; 
*o abused wnsd& svisaef bas etreblessd aAnesg arienel wy 
ait to moltiquexs nae ,atideme-reotaioeb nk axotosttb me 
Oger foutnoo yretegbud Letnemmrevog moxt motaye ; . 


cubows denisrns anoteioeb atl bisugetse o¢ bengiasb 
.*xewog olidag 1° taotetak eseving tentio yd Morts00 

r oct tends usslo seofleritieven al, 3I QL 
»steviag ton afetnomarevog ak motaya. ounaanh faxed ; ae 
evaisseh Letehbe eimai eit ot betagelob paorancd ¢ sit : 


vrstonon feqtortiq add satotexs. of idee, in be 
tremxevot iis tos wide 


od ot Retoegey sts, be 
a sae fs ei sae | ae 
i ) ae 


Nethercut & Young Ae7 
Torente, Ontaric 


independent from control by the President and to be 
protected from partisan political influence, as well 
as from control by private interests. At the same 
time, they must take into consideration the aims 

and interests of all of these elements. The Federal 
Reserve as a whole is truly a public body vested with 
responsibility for administering the monetary system. 
Differences in Established Procedures 

20. In addition to'the basic structural 
differences in the monetary systems of Canada and the 
United States, there have evolved from the experiences 
of the two countries a number of differences in pro- 
cedures and practices in the conduct of monetary 
operations and policies that are significant ina 
comparative analysis of the two. Some of these might 
be subject to alteration in the course of time 
either through the process of volitional change in 
practices or by specific action with a view to 
improvement in instruments or techniques. 

21. Reserve requirements of commercial 
banks. Administration of reserve requirements for 
commercial banks is more complex and probably somewhat 
more rigidly enforced in the United States than in 
Canada. Under the Federal Reserve System, member 
banks are required to maintain reserves either in the 
form of cash on hand or of balances with Federal 
Reserve Banks, but the amounts required vary as between 
time and demand deposits and also with respect to 


demand deposits as between two (until 1959, three) 
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classes of banks. 

e2. The basis for these differences in 
reserve requirements is largely historical, stemming fro 
the pre-Federal Reserve period when national banks 
and also most State-chartered banks held large parts 
of their reserves on deposit with correspondent banks, whlich 
in turn were required to hold larger proportions of 
cash reserves. Reserves of banks not members of 
the Federal Reserve System are mostly still required by 
State laws to be held in cash or on deposit with banks 
of a designated nature. 

23. These differences in reserve require- 
ments may also be said to be based upon a significant 
principle of monetary theory. They represent fundamental 
variations in the money quality of the different types 
of deposits. Demand deposits, which are used as a 
medium of exchange as well as a store of value, clearly 
have more impact upon the economy than time deposits. 
Broadly speaking, demand deposits at reserve city 
banks are much more actively used for transactions 
than are those at other banks. Thus, from the 
standpoint either of general monetary regulation or 
of distributing the burden of reserve requirements 
among individual banks, differentials in reserve 
requirements by types of deposits may be said to have 
a rational economic basis. 

eh, Computations of reserve requirements 
for member banks of the Federal Reserve System are 
based on weekly averages of daily figures for reserve 


city banks and on bi-weekly averages for other banks 
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{commonly called country banks). Reports are sub- 
mitted promptly by member banks to the Reserve Banks 
as to their reserve requirements and their holdings 
of coin and currency, which together with deposit 
balances at the Reserve Banks, are counted as re- 
serves to cover requirements. Penalties are 
imposed for reserve deficiencies, which are 
relatively rare. 
25. Many, perhaps most, large banks 
compute their reserve positions daily and, although 
they may be deficient on some days, they carefully 
wateh their cumulative positions for the elapsed 
portion of the reserve week. As an aid in administration 
of monetary policy, a number of the largest banks 
in each district are requested to submit to the 
Reserve Banks daily reports of their reserve positions. 
26, In Federal Reserve operations to 
influence the available supply of reserves attempt 
is constantly made to adjust the total supply of 
reserves to current reserve needs consistent with 
monetary policy goals, but individual banks must 
adjust their own positions to conform to requirements. 
Attention is given to other factors that may affect 
the supply of reserves availabie to member banks, 
such as gold movements, demand for currency, changes 
in Treasury and foreign official deposits at the 
Reserve Banks, and the volume of "float" represented 
by uncollected checks at the Reserve Banks. 
Information as to these changes is promptly availabie 


on a daily basis and may be estimated in advance with 
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varying degrees of accuracy. As a result, variations 
in the available supply of reserves relative to reserve 
needs and in the distribution among individual banks 
have a prompt and sensitive impact upon money markets. 

27. Role of the discount rate. Because 
of the atomized nature of the American banking 
structure, member bank borrowing from the Federal 
Reserve Banks is more frequent than is such borrowing 
at the Bank of Canada. This is because individual 
banks cannot always anticipate variations in their 
reserve needs. Borrowing may also be resorted to at 
times because the total supply of reserves made 
available may, as a matter of policy, not equal the 
total of required reserves plus excess reserves 
that some banks choose to hold; hence some banks 
find it necessary to borrow from the Reserve Bank. 
Banks generally do not view borrowing with favour 
and this tradition is encouraged by the Reserve Banks; 
hence borrowing, while supplying additional reserves 
to the banking system, has a restraining effect on 
credit expansion even though such borrowing in the 
aggregate is seldom more than a small percentage of 
total bank reserves. 

28. Even when Federal Reserve policy is 
directed toward encouraging credit expansion by 
supplying reserves through open market operations, 
individual banks occasionally find it necessary to 
borrow to make temporary, generally unanticipated, 


adjustments in reserve positions. When banks are 
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faced with vigorous credit demands and credit expansion 
is being restrained, borrowing becomes more frequent 
and sustained. 

29. Treasury bill rates are likely to vary 
in response to such variations in credit conditions 
and in the volume of member bank borrowings at the 
Reserve Banks. This is so because banks are likely to 
sell Treasury bills if necessary to pay off 
indebtedness and may sell bills to keep out of debt. 
If Federal Reserve discount rates are below or only 
slightly above Treasury bill rates, some banks may prefe: 
to borrow rather than sell Treasury bills, particularly 
if the individual bank's reserve stringency is believed 
to be temporary, as is commonly the case. 

30. Federal Reserve discount rates may be 
adjusted to deal with these varying situations. 
If eredit expansion is being encouraged, then the 
discount rate may be kept close to the bill rate and 
not raised in case of a rise in the bill rate. Or, 
if increased reserve demands necessitating borrowing 
are known to be solely or largely of a temporary 
nature, an increase in the discount rate may be 
considered inappropriate. If, on the other hand, 
oredit expansion is being restrained, the discount 
rate needs to be raised as the bill rate rises. 
At times, other factors may be considered in fixing 
the discount rate, such as for example the inter- 
national balance of payments of the country. 
Moreover, the degree of restraint on banks exerted 


by the discount rate depends not only on the level 
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relative to bill rates but also on the volume of 


borrowing, the number of banks involved, and the 
continuity of borrowing by individual banks. 

31. For these reasons, automatic variations 
in the discount rate in response to changes in the 
rate on Treasury bills, as is done in Canada, have 
not been considered appropriate to the United States 
situation. It should be said, however, that there 
are those who hold a different view. 

32. Regulation of interest on deposits -- 
Since 1933 member banks and since 1935 all banks 
whose deposits are insured by the Federal Deposit 
Insurance Corporation have been prohibited from 
paying interest on demand deposits, and the rates 
they could pay on time deposits have been limited 
by regulation. These provisions were evidently 
designed to prevent banks from competing for 
deposits by paying rates of interest that would induce 
acquisition of unsound assets. The prohibition of 
interest payments on demand deposits, moreover, was 
particularly designed to limit the low of balances 
to city banks, which in the past used the funds 
principally to lend on call to finance stock market 
speculation in margin accounts. 

33. Such practices were considered to be in 
part responsible for the excessive stock market speculation 
on credit in the late 1920's and the subsequent 
collapse of the financial system with widespread 
bank failures. Other, probably more basic, causes 


of the difficulties of the 1920's and early 1930's and 
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other reasons for the dominating importance of the stock 
market call-loan market have been corrected since 1933 
by the imposition of margin vequisenenes on stock-market 
credit, along with other regulations of stock trading, 
and by the development of the market for Treasury bills. 
Yet the prohibition of interest on demand deposits has 
probably also been a factor in diminishing the role 
of New York banks in the money market since the 1920's. 
34. Other reasons may be advanced for the 
continuation of such a prohibition. One is that the 
liquidity provided by demand deposits is a sufficient 
inducement for their being held without any interest 
return. A corollary reason is that holders of liquid 
assets wanting an interest return should undergo the 
risk of converting the funds into cash when cash is 
needed and not impose that risk on banks. If a bank 
must pay interest to attract the funds, it must invest 
them in higher yielding less liquid assets and run 
the risk of loss when the funds are withdrawn. This 
is a part of reasoning that such payments may lead to 
unsound banking practices. 
35. Regulation of the amount of interest 
that may be paid on time deposits may likewise be 
eonsidered desirable as a means of discouraging 
competitive practices that might endanger the 
soundness of individual banks and perhaps the banking 
system as a whole. Another strong reason is that, 
with differentials in reserve requirements against 
time and demand deposits and with prohibition of 


interest payments on demand deposits, some gradation is 
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needed. It is for this reason that the permitted maxima 
on deposits held for shorter periods are lower than 
the maximum permitted on those held for longer periods 
of time. 

36. The line of distinction between time 
and demand deposits is not a sharp one. Banks are under 
some inducement to attract time deposits, because 
of the lower reserve requirements. If they are led 
by competition to pay relatively high rates for short-term, 
highly volatile deposits, the distinction between demand 
deposits and time deposits becomes less clear. The 
breakdown of such distinction would tend to defeat the 
monetary-policy reason for requiring lower reserves 
against time deposits. 

37. Maintenance of well-defined distinctions 
between time and demand deposits is not so essential 
in Canada, where reserve requirements on demand and 
time deposits are the same and where interest payments 
on deposits are not regulated. Whether or not the 
Canadian practices in any way encourage unsound banking 
habits or interfere with the proper conduct of monetary 
policies, I do not feel qualified to discuss. The 
danger may be less in the case of larger, more 
diversified, branch banking systems than with numerous 
small, localized banks. 

38. Role of central bank in public debt 
management. In both Canada and the United States, 
the central banks serve as agents for the Treasury 
in the handling of public debt operations and other 


fiscal matters. If my understanding is correct, the 
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role of the Bank of Canada in public debt management 
is more active and is exercised with a higher degree 
of responsibility for decisions as to types of 
issues and timing than is the case with the Federal 
Reserve Banks. On the other hand, the commercial 
banks are used in effect as underwriters of public 
debt offerings in the United States in a manner not 
found in Canada. 

39, Federal Reserve Banks are specifically 
empowered by law to act as depositaries and fiscal agents 
for the Treasury. In the performance of these functions 
the principal-agency relationship is direct between the 
Treasury and the individual Reserve Banks. The Board 
of Governors does not directly enter into this relationship. 
The Treasury keeps relatively small active balances 
on deposit at each of the Federal Reserve Banks and 
their branches. Disbursement of Government funds is 
mostly by cheque drawn on the Treasury accounts at the 
Federal Reserve Banks. The Reserve Banks receive 
certain Government receipts for the credit of the 
Treasury. 

4O, Commercial banks may become "special 
depositaries" of the treasury and carry "tax and loan 
deposit" accounts, which must be secured by Government 
securities or other acceptable collateral. A bank 
designated as a special depositary credits to the tax 
and loan account the proceeds of its customers' and its 
own subscriptions to Government securities issued by 
the Treasury from time to time. Banks also receive 


and eredit to tax and loan accounts taxes paid by or 
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withheld at the source by large business customers 
of the respective banks. As the Treasury calls for 
the funds, they are transferred to a Treasury account 
at a Federal Reserve Bank and become available for 
disbursement. 

hi, fax and loan deposit accounts area 
convenient device for the sale of Government 
securities in large volume and, coupled with their 
use for tax receipts, provide a means of moderating the 
effect on member bank reserves of fluctuations in the 
Treasury's cash receipts. The great bulk of Government 
deposits is carried by the Treasury in these accounts, 
pending transfer to the Federal Reserve Banks. Each 
Federal Reserve Bank administers for the Treasury the 
tax and loan deposit accounts of the banks -- both 
member and nonmember -~ in its district. 

ho, Use of the tax-and-loan account procedure 
provides in effect a unique and effective means of 
underwriting both large and small issues of Government 
securities. Individual banks obtain an advantage in 
being able to acquire sieunitled and then to hold them 
for a period without making payment in cash. The funds 
are drawn upon by the Treasury over a period of time 
as they are needed to meet expenditures and thus are 
returned promptly to the banks, although not necessarily 
the same bank. 

43, This procedure avoids the necessity of 
having the central bank purchase a large part of a new 
issue and endeavour to sell it as the funds are 


expended by the Treasury, as is done in some countries. 


Aes 
eo Wie oe 


= ; _ ) a 3 x o ao : i 
MAES rat wo 
ne SR \ ‘ vw XG! 


Ae) | ey 
rea 
sot aniline bas ane x evs fone F- 
ae a Dap ee Saat o eS . Brea. wesw | p » daomen: aa ) | 
dite ( }  ¢ a 


(S$ 8t8 adnuooos dhmoqeh ssel bas xeT DM ag jp 

Jnemrteved lo slea edd 10% solveb Jnetaevaoo | ly 

ttedd ddtw befquoo . bas emufov optel at. geldtavoce I 

said gitkd suebom to. ensen s sbiyowq .eiqteoer xsd tot sen | 
sao at enoiisutoplt to eevisset ansd stedmen a0, toette 
tmemorteved ‘to Aiud te0%g ed? ,.stqtesess daso a'yiwessit 
.etnvosos sgedd at yryeser? edd yd betatso. at adtsogeb 
os ,aiacd ovtesah Lerebet% edd of tetemesd gatbneg 


edt vtunesr? eit tot austetatodbs arsd. evieael [atebel 


Ahan 

re Atod ~- emaed edt to sdmyooos tileogeb msol, bas xet 
| atohegelb eth al --, cedaemton brs. tedmom 
i suube son trgojos, ssol~bas-xsd edd. to seU._.Sh 
. | .. © anigom svideetie bas euptau.s, dootie nt, asbivorg 


tromerevon to. geveat I[feme baa ental ddod antdlawrobsagy 
it spstasvbe ae aketdo ested faubivibal » -eoltdiavess 
medt Blot of madd bas aetttavesa sifupos ot sides gnted 


ebaut sdf  .deso mt tasaryeq gaivem tuodttw botieq s 10% 


agit te bebtaq s isvo yivaserE edd. yd moqu swsth ets 


aus eudd bas sowdibneqxe deem ot heboen oxs yedd.es 


Yl bwsesagan: ton figvedtie. .sunsd. old. od yliqmorg beniute 9 
. to yieessom ortd ablovs sxubesotq ald? . 0 EB Pere 
war 8 to t18q egual & Sretousg Aasd Lartines edd ; 

ote abrut end 28, ti. ffoe ebrENeseenenebent? 


ante, (emon at saab et iaiisidianiae dq yb john 


area Vat 


7 i vi ; LP tr ve \ a 
_ A (es a ie) af 
1. ih eae 


Nethercut &é Young A37 


Torento, Ontario 


In fact, the Federal Reserve Act does not permit the 
Federal Reserve Banks to lend directly to, or buy 
securities directly from, the Treasury, except to a limited 
extent. 

nu, The Federal Reserve Banks, as fiscal 
agents, perform various services for the Treasury in 
connection with the issuance of new Government securities|, 
the periodic auctions of Treasury bills, and redemption 
or exchanges of maturing issues. The Federal Reserve 
Bank of New York also executes transactions in United 
States Government securities in connection with the 
management of various trust and agency funds administered 
by the Treasury. 

45, Im all of these operations, the 
responsibility for decisions as to specific operations 
rests with the Treasury. In making many of the 
decisions Treasury officials consult with Federal 
Reserve officials, particularly the Federal Reserve 
Bank of New York, especially with respect to operations 
that may have an effect on the reserve position of 
banks and the money market. Officiais of the Board 
of Governors and often officers of other Reserve Banks 
are also consulted by the Treasury with respect to 
new issues of securities and market developments. There 
are constant and close contacts between Treasury and 
Federal Reserve staffs not only on operating matters 
but also on questions of information and analysis. 

46, International position. Monetary 
policies in Canada and the United States may also be 


differently influenced by their positions with respect 
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to the international balance of payments. In general, 
Canada receives a large net inflow of capital sufficient 
to offset a customary excess of imports over exports on 
current account. Its payments balance is generally 
subject to wide variations in magnitude. Canadian 
monetary and fiscal policies have had te be formulated 
with these considerations in view, and various means, 
including fluctuating exchange rates and at times in the 
past controls of borrowing abroad, have been used to 
deal with that situation. 

47. In the United States, until recent 
years problems of the balance of payments and of dollar 
convertibility nave not been important considerations 
in the determination of monetary policy. They were of 
concern only as it was necessary or desirable for 
domestic purposes to offset the effects of gold movements 
on the reserve position of banks. Or it might be said 
that, because of the strained reserve positions of other 
countries, U.S. policies actually facilitated outward 
movements of funds and thus the accumulation of gold 
and dollar reserves by other countries. 

48. “During the past three or four years, 
however, i.e, since the restoration of convertibility 
in the leading industrial countries, large deficits 
in the United States balance of payments and consequent 
drains or threatened drains on the U.S. gold stock 
have necessitated some moderation of policies. In 
order to avoid encouraging capital flows due to 
interest rate differentials or to excess availability 


over domestic wants, monetary policies have not permitted 
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or promoted declines in interest rates to levels that might 
otherwise have been permissible or desirable for 
domestic purposes. 

49, Since the U.S. dollar is extensively 
used as a vital reserve currency throughout the world 
and foreigners maintain very large dollar holdings, it 
is essential thet there never be any question as to 
the convertibility of the dollar at an unchanged rate 
into gold or into some generally acceptable international 
medium of exchange and store of value. For the present 
and the foreseeable future, monetary and fiscal policies 
in the United States must be conducted with a view 
to maintaining confidence in the convertibility and 
stability of the U.S. dollar.4/ 

II, Broad Objectives of Monetary Policy 

50. Although there are significant differences 
in structure of monetary institutions, in operating 
procedures, and in emphasis placed on different phases, 
the broad objectives of monetary policy for nearly 
every country in modern times may be expressed in 
approximately identical terms. The broad purpose is 
to influence monetary and credit developments so as 
to make a maximum contribution to general welfare, 
while endeavoring to assure convertibility of the 


currency of the country in international payments. 


4/ International considerations in the determination 
of Federal Reserve policies are discussed more 


fully in Part V of this memorandum. 


Yleviarerxs et wsliob .2.0 elt enka: 


«| Bitow edt tvodguenit: yomerue svteset Intiv s ast — 
«| RE RepAbhfost cakfob egtel prov ristaten wremgteso® bas 


ov ag mottesup. wre ed teven etedd tecdd fatsmoaao: ek . : 
etst Bognarlonus as ts 1usifeb edt to. ytilidtirevios: a“ 


ili aabeiale ehicaapai eink eine to: bios otnt 
dneastg odd ToH .eulsv to etote bas sgnstioxe to mutbom | 
| aetotfoq Lsoalt bos yiatoaom ,erndyt efdsesaetot oft bas jp, 


5. | . 
ia . welly sg aihiw Bedorbtico od tam estate bet int edd 


i . dbase ysl iididravires ect nk sctmh thee griintsinism of 
7 J | | \Avueflod .8,0) oft to ys itidste 
é | yotiet 3 oI 
: ReotisTOLIth Insoltingta eve etedd dguodtlA +02 


artd stage nk ,etotiudgicdent yretenom to srptounte at 
.eoeeatg PnersttLb ao bess iq elesriqme nt bie .asisbanetg 
vitesem snot yoifog wretenem to aovttoetdo bsowd ent 

ak beapoigxe od yen hones nrebom mt yvidnwes yrsve 

ak sgoqraq baovd eit .saxat IsolinebL ylotambxorggs 
58 Ga Zdntemqeleved tibers bas yretenom eoneutint of 
.Ststiow {sreneg o¢ aoktedinines mmtxsm 6 ealemot 

edt to ys titdidrevros STNBRE ot antvrovseshne elicw 
edcremezeq fenolismistnt mk yrtaweo sds. to wonsrauy |e 


, < by a Pe 
RS ) |! ah y 


} | | : 3 it v . 
nobtsatwreteb’ ont mt anotistsbltanos fanoltsrtedat MM ey : 
n ‘ in { \ 2 
etom Beazuveels ors asbohlog eviened Latebe® sia | 
> ee 
~mybastomem abdd 0 V toed sb “— a. 


a 
\ a. 


aie aly rat arozke vy Yas ems 


' in 


i, (senses teaeahe 
UN a : _ rm 


, 


-,! 7 en) rire ' i) 
we : wo Ne Ee 


Aly 7" A 


Nethercut &é Young AHO 


Teorente, Ontaric 


51. Expressed more specifically, the broad 
objectives of the Federal Reserve may be said to be 
fourfold: 

1. To assure availability of a sufficient 
supply of bank credit and cash money for 
sustained economic growth and development. 

2. To help maintain reasonable stability 
in the purchasing power of the currency -- 
i.e., in the general level of prices -- 
by avoiding inflation or deflation. 

3. To assure international convertibility 
of the currency by protecting the 
country's gold reserve and its foreign 
exchange position. 

hh. In endeavoring to achieve these other 
objectives, to maintain the operation of 
free markets in a free enterprise system. 

52. These objectives of goals are expressed 
in broad terms and they are the aims of economic policy 
in general, not merely of Federal Reserve policy. In 
fact, Federal Reserve policy cannot assure their 
achievement, although unwise monetary policies may 
interfere with or prevent their attainment. The 
processes and procedures through which monetary policy 
is executed, or what may be called the more immediate 
objectives of Federal Reserve policy, are necessarily 
more specific than these broad goals, but they can 
never be dissociated from them. 

53. Formulation and execution of monetary 


policy is a continuous process that requires constant 
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review of economic and financial developments and 
adaptation to such developments. As stated in the 
Board's answers to questions by the Commission on 
Money and Credit. 
"Implicitly involved in the consideration 
of policy are three interrelated questions: 
In what respects is the whole constallation of 
past and prospective events, as seen at a given 
moment, contributing to or detracting from price 
stability, high level employment, and economic 
growth? In what respects does it lie within 
the power of the Federal Reserve to set forces 
in motion, either to foster the attainment of 
these goals or to counter any threats to that 
achievement? What specific action should the 
Federal Reserve take?" 

54, Nearly everyone accepts or takes for 
granted the ultimate goals of price stability, high- 
level employment, and sustained economic growth. I% 
is important to emphasize that these various goals 
need not be viewed as conflicting alternatives. 
Policy formulation does not necessarily involve choices 
as between price inflation or unemployment; or price 
stability as against growth; or a balance in 
international accounts as against full employment or 
growth. Inflation is likely to lead eventually to 
collapse or at least interferes with the attainment 
of a maximum potential in resource utilization. A 
price or interest rate structure that upsets balance 


in international payments is also a defective basis 
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for domestic growth and full employment. 

55. With respect to consideration given to 
these broad objectives in policy formulation, 
again the Board's answer to the Commission on Money and 
Credit may be quoted: 

"Tnformation required for the broad and 
continuing analysis of economic forces pertinent to 
policy decision is almost unlimited in scope. 
Information available at any time is limited and 
judgments must often be based on incomplete facts. 
Even more important than the information itself 
are the judgments that must be made in interpreting 
the data: for example, judgments as to the stage 
of the business cycle the economy has reached, 
involving views as to whether consumption, saving, 
or investment are in balance or are showing signs o 
disequilibrium; judgments as to the ciimate of 
expectations about price movements, equity values, 
and interest rates; and judgments as to the trend 
of the international balance of payments. It is 
in the light of judgments such as these that 
decisions must be reached as to the appropriate 
degree of restraint or encouragement to be imposed 


on expansion of bank credit." 
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III. Instruments of Federal Reserve Policy 
56. It must be recognized that Federal 


Reserve policies taken alone cannot be relied upon 
to assure the achievement of these broad objectives. 
The specific influence of Federal Reserve actions is 
much more limited. They affect principally liquidity 
and credit and more directly bank credit and liquidity 
held in the form of cash balances. The primary 
responsibility of the Federal Reserve may be 
expressed even more narrowly as determination of the 
volume of member bank reserves. Quoting the Board's 
answers to the Commission on Money and Credit: 
"Whatever broad influences may flow from 
(Federal Reserve) actions, ..... the particular 
economic or financial variable over which they 
have anything approaching full and direct control 
is the total of commercial bank reserves. 
Through this control, they exert a strong 
influence directly on total loans and investments 
and total deposits of banks and indirectly some 
influence on spending, investment, and saving by 
the public in general. At any given moment, 
therefore, the choice for Federal Reserve policy 
lies between various degrees of restraint upon or 
encouragement to expansion of bank credit through 


altered reserve availability." 


"“Phrough this channel monetary policy affects 
the over-all liquidity of the economy and interest 


rates, which in turn influence saving and spending." 
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57. In performing its responsibility for 
the regulation of bank reserves, the. Federal. Reserve 
relies principally upon three. well-known instruments; 
discount operations, purchases and sales of securities 
and bills in the open market, and changes in reserve 
requirements. These instruments are used in a 
complementary fashion to affect the availability and 
cost of member bank reserves. 

58. In the united States, each member bank 
is required te.,maintain a reserve talance with its 
Federal Reserve Bank, together with coin and currency 
held in its own vaults, equal to specified percentages 
of its demand deposits as defined for this purpose and 
of its time deposits. The required reserve base 
constitutes the fulcrum for the System's monetary 
operations. With a given level of reserve requirements, 
changes in the volume of member bank reserves, per- 
mitted or brought about by System action, affect 
directly the ability of member banks to extend credit 
and to assume deposit liabilities. | 

59. Policy is effected by regulating the 
supply of reserves relative to the amounts that banks 
are required to hold. Other factors than Federal 
Reserve operations influence the supply of reserves. 
In determining the appropriate volume of reserves 
that should be Penpee through Federal Reserve 
operations, these effects must be taken into consideratiion -- 
te be either offset or permitted to hold. These 
factors include: 


(a) gold transactions; 
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(ob) changes in deposits at the Reserve 
Banks of foreign official bodies or 
international agencies; 

(c) changes in currency in circulation; 

(d) Treasury operations involving shifts 

of deposits to or from the Reserve 

Banks; and 

(e) changes in Federal Reserve float, i.e., 

the excess of checks in process of Zé 

collection that have been credited to 

member bank accounts over those not yet 

charged against member bank accounts. 
Specific Federal Reserve operations used to influence 
the supply of reserves may be briefly described as 
follows: 

60. Discounts. -- Member bank borrowing at 
the Reserve Banks, together with the rate of discount 
charged on such borrowing, was originally. considered 
to be the basic instrument of Federal Reserve policy. 
Borrowing is done at the initiative of member banks 
to obtain reserves, generally ‘ainsrnia tiie are needed 
to restore deficiencies. These deficiencies may have 
resulted from shifts of deposits to other banks or 
withdrawals of currency. Drains on reserves of an 
individual bank or an increase in deposits and thus 
in required reserves without any accompanying increase 
in available reserves might have grown out of expansion 
of loans or investments. 

61. A growing volume of discounts, experience 


has proven, is a powerful factor acting to brake bank 
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eredit expansion. This is true, notwithstanding the 
fact that discounting is a source of additional 
reserves to member banks. One of the functions of the 
discount mechanism is to serve as a safety valve, 
providing a temporary means of adjustment to the 
frequent reserve deficiencies that occur at times 
of pressure on reserves. But use of the safety valve 
does not provide an escape from monetary restraint. 
62. For one thing, use of the safety 
valve can be made more expensive by increases in 
Reserve Bank discount rates. Secondly the very fact 
of being indebted -- to the Reserve Bank or to others - 
tends to make banks restrict credit expansion and to 
use new reserves that come into their possession to 
repay their indebtedness rather than to expand credit. 
This follows both from the traditional reluctance of 
banks to assume liabilities that take precedence over 
those to depositors and from Federal Reserve practice 
in administering the discount window, which ordinarily 
discourages reliance on discounting for extended periods. 
63. Ability of banks to borrow reserves 
thus imparts a degree of flexibility to the impact of 
Federal Reserve policy but becomes increasingly 
restraining as borrowings are expanded or continued. 
Evidence of the restraining effect of member bank 
borrowing is found in the fact that the variations in 
money market interest rates are Closely related to the 
volume of borrowing, as well as to the level of the 


discount rate. 


64, Open market operations, which are 
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conducted at the initiative of the Federal Reserve, 
affect the availability of non-borrowed reserves for 
banks in general. They are conducted so as to 
encourage banks to expand credit without the restraint 
of borrowing or alternatively to prevent expansion or 
make it necessary for banks to borrow for the purpose. 
This is the most delicate and most used instrument of 
policy and has a pervasive effect on credit availabilit 
channeled through the money market. 

65. Open market operations are utilized to 
regulate the volume of member bank reserves from day 
to day and from week to week. Each purchase of 
securities -- usually Treasury bills <-- adds to 
member bank reserves and each sale absorbs member bank 
reserves. Open market operations are well suited for 
shorter term reserve changes, including those called 
for by seasonal: variations in currency and credit needs 
and by intra-monthly changes in reserve needs. In 
addition, open market operations are used to establish 
the reserves needed for economic growth and also to 
vary reserves in accordance with cyclical movements in 
the economy. 

66. Open market transactions by the System 
and the discount function operate in close association. 
In a period of monetary restraint, open market operations 
provide a smaller amount of reserves than the banks 
are seeking as they attempt to satisfy the economy's 
demands for credit, or such operations at times may 
even absorb reserves, although absorption of reserves 


is usually effected only to cover a decline in reserve 
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needs following a seasonal or other temporary expansion 
in the reserve supply. As a result, individual banks, 
to meet loan demands, may dispose of Government securities 
in the market, or call demand loans, or if they are 
unwilling to liquidate assets, they have to borrow from 
the Reserve Banks. Such action serves to reduce bank 
liquidity and this in time works as an influence to check 
loan expansion by the affected banks. 


67. Changes in reserve requirements of member 


banks may be used to affect the availability of reserve 
for eredit extension without changes in the total volum 
of reserves. It is essential that reserve requirements| be 
closely related to the availability of reserves. The 
Board of Governors has authority to vary the reserve 
percentages for each of the two classes of banks 
within specified limits set by law. A change in 
reserve requirements is not a delicate instrument 
adaptable to day-to-day and short-run operations. It 
affects all or large groups of banks regardless of the 
locus of current needs or demands and generally calls 
for notice well in advance of effective dates. It 
is primarily useful for making major adjustments in the 
availability of reserves. An increase in requirements 
is especially difficult to impose because of the impact 
of adjustments in case there are no excess reserves. 
Increases can, however, be used for absorbing rather 
large redundancies. 

68. Other measures. -- Besides the three major 
instruments of policy discussed above, the System also 


has regulatory powers over margin requirements in con- 
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nection with stock market credit and at times in the 
past has had comparable powers over real estate and 
consumer instalment credit. These selective credit 
instruments, supplementing general regulation of 
member bank reserves to influence the total flow of 
bank credit and money, affect the borrower's equity or 
the rate of his debt retirement or both and serve to 
restrain demands for the types of credit covered. 

69. Selective credit regulation in the 
United States by these techniques has been. designed 
to influence the credit flow in financing areas shown 
by experience to be highly volatile in movement, either 
cyclically or for other reasons. Such measures are 
best applicable for regulating types of eredit that 
may not be sufficiently susceptible to controls over 
reserve availability and are, or might become, 80 
important as to be a serious unstabilizing influence. 
This was the case for brokers’ Jeans in the 1920's. 

70, Disadvantages of their use result 
mainly from problems of administration and equity in 
dealing with a variety of lending institutions, 
including nonbank lenders less susceptible to Federal 
Reserve regulation than banks, and also in handling a 
complex variety of transactions. Except in a clear=- 
cut case of widespread unstabilizing effects caused by 
a particular practice, it is believed to be preferable 
to exert the influence of monetary policy through 
general regulation of the over-all availability of credit, 
leaving allocation to be determined by market processes 


71. Utilization of direct methods of suasion 
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to induce banks or other lenders to restrict loans or 
investments of particular types or to keep the total 
within specified limits has seldom been resorted to in 
the United States. Where attempted they have usually 
met with little success. The reason for this is 

partly the difficulty of keeping under control the 
large number of banks and other lending units. Such 
efforts place an inequitable burden on those that comply 
relative to those that evade or ignore the regulations. 
These methods are also considered undesirable because 
they may interfere unduly with the functioning of 


market processes. 
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IV. Guides to and Effectiveness of Federal 
Reserve Actions 
72. It follows from the previous discussion 
that, although the ultimate goals of monetary policy are 
expressed in broad terms, the immediate primary guide 
to Federal Reserve operations is the reserve position 
of banks. In an answer to a question from the Joint 
Economic Committee of Congress, 1/ the Chairman of 
the Board summarized the influence of monetary policy 
as follows: 
" .eeMonetary policy exerts its influence 
almost immediately and directiy upon the volume 
of commercial bank reserves, the amount of which 
can be promptly and accurately measured and can 
be largely controlled by Federal Reserve actions 
on its own initiative. This control is not com- 
plete because member banks may on their initiative 
borrow reserves or use reserves to reduce borrow- 
ings at the Reserve banks. Through the medium of 
bank reserves, policy actions influence the money 
supply. These secondary effects are in turn strongly 
affected by the attitudes and actions of banks 
in adjusting to changes in reserves and in their 
willingness to borrow from the Reserve Banks. They 
are also affected by the decisions of borrowers 


with respect to the use of bank credit. 


V/ "Review of Annual Report of the Federal Rese 
System for the Year 1960", U.S. Government 


Printing Office, 1961, p.154. 
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"Sitimate consequences of changes in the 
money supply upon general economic activity, em- 
ployment, and prices are determined by eventual 
holders of funds, who are motivated by many factors 
other than cash holdings... More especially, the 
bulk of current financial transactions reflects the 
use of existing funds rather than changes in the 
total volume of cash balances and these uses are 
likewise influenced by many factors of a nonmoneta 
nature. All of this means that, although monetary 
policy actions have marginal effects of significance, 
assessment of these consequences is generally diffi 
cult and sometimes impossible. It must be to some 
extent a matter of judgment.” 

73. Decisions made by the Federal Open 
Market Committee as to the degree of restraint or en- 
couragement that should be imposed.on bank credit 
expansion are reached after careful consideration and 
discussion of the economic situation in general, with 
particular attention to factors that relate to bank 
credit developments. These decisions are made at 
meetings of the Committee held approximately every three 
weeks. 

74. In preparation for such meetings, members of 
the Committee, and other participants, are supplied with 
comprehensive analyses of economic and credit conditions 
supplied by staffs of the Board and the respective 
Reserve Banks. At the meetings, following brief staff 
reports of operations and analytical economic reviews, 


each Reserve Bank President presents a statement of 
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regional conditions and, together with Board members, 
states his views as to what policy actions should be 
adopted. 

75. The policy decision reached by the 
Committee cannot be interpreted or illustrated by any 
precise mathematical formula. It is expressed in 
terms of a directive issued to the Manager of the 
Federal Open Market Account at the Federal Reserve 
Bank of New York. These directives and the reasons 
for their adoption are subsequently published in the 
Record of Policy Actions included by statutory re- 
quirement in the Annual Report of the Board of Governors 
The latest published directive adopted in December 1961 
reads as follows: 

"It 1s the current policy of the Committee 
to permit further bank credit and monetary 
expansion so as to promote fuller utilization 
of the economy's resources, together with money 
market conditions consistent with the needs of 
both an expanding domestic economy and #this 
country's international balance of payments 
problem. 

"To implement this policy, operations for 
the System Open Market Account shall be 
conducted with a view to providing reserves for 
bank credit and monetary expansions (with 
allowance for the wide seasonal movements 
customary at this time of the year), but with 
a somewhat slower rate of increase in total 


reserves than during recent months. Operations 
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" shall place emphasis on continuance of the 3-month 
Treasury bill rate at close to the top of the 
range recently prevailing. No overt action 
shall be taken to reduce unduly the supply of 
reserves or to bring about a rise in interest 
rates." 

76. In conducting operations the Managemen 
is guided by the directive formally adopted, by the 
discussion of the economic situation, and by any more 
specific or detailed instructions that might have grown 
out of views expressed at the meetings. The substance 
of these discussions and views is published in the 
Record Actions. Operations are conducted within limits 
imposed by the directive and by various continuing 
operating procedures that have been adopted by the 
Committee. Between meetings members of the Committee 
are promptly informed of all operations. 

77. Factors considered by the Committee in 
making its policy decision are numerous and are both 
broad and narrow. . As the Board stated in its answers 
to the Commission on Money and Credit: 

"Tt follows that in formulating policies the 


Federal Reserve authorities must be cognizant of 


developments with respect to production, employ- 
ment, and prices, as well as the financial variables 
more directly affected by monetary policies. They 
must appraise the course of developments and make 
judgments as to any emerging imbalances and their 
causes. These analyses require the assembly and 


interpretation of a large amount of information 
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’ in many aspects of the economic situation -- 


foreign as well as domestic." 

78. Factors considered by the Management 
of the Open Market Account in conducting short-term 
operations are somewhat narrower and more specific. 
Tests of the effectiveness or limitations of policy 
are necessarily rather broad and must take into 
consideration all factors other than monetary policy that may 
have exerted an influence. The principal considerations 
that bear upon all of these judgments will be discussed 
separately. 

79. Production, employment and prices. -= 
Basic to decisions by the Open Market Committee as to open 
market operations and by the Board and Reserve Bank 
officials as to discount-rate and other policy actions 
are the broad national objectives of price stability, 
high level employment, and economic growth, The 
Boaré of Governors and the Open Market Committee have 
always given close attention to the movement of 
production, employment, and prices, both in general 
terms and with respect to components. In the 1920's 
the Board constructed and published index numbers of the 
physical volume of industrial production and also | 
indexes of factory employment and payrolls. The 
industrial production index has frequently been 
revised to incorporate improvements in underlying data da 
techniques. The Reserve Banks have also for over 
4O years collected statistics of sales and inventories 
from department stores. The Federal Reserve also makes 


constant use of economic statistics obtained from other 
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sources, as well as of first-hand reports of or views 
concerning the course of events. 

80, With regard to achievement of the broa 
aims of policy, the Board of Governors pointed out in 
its answers to the Commission on Money and Credit: 

" eee eSatisfactory achievement of these 
objectives depends on actions of the Congress and 
the Executive andon actions of people in all 
walks of life. Disturbances to economic 
stability and growth may arise in many ways. 
Generally, the roots of the trouble develop long 
before overt signs are clearly seen. In an 
industrial economy, growth tends to proceed 
irregularly through cycles of advance and re- 
cession or pause. Some cyclical variation 
may be the unavoidable result of the self-correcting 
forces of the market system. A flexible price 
system is essential for maintaining balance 
between production and consumption of particular 
goods and services. At times structural im- 
balances develop that cannot be corrected by 
general public policies. 

"The task of public policies is to endeavor 
to detect forces of disturbance and to temper excessive 
movements in one direction or another so far as 
possible. Federal Reserve powers contribute 
most to the achievement of the national objectives 
of price stability, high level employment and 
economic growth when they are so exerted as to 


minimize price. inflation or deflation, to damp 
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down expectations of sudden and violent changes 
in commodity prices or in equity values, and 

to prevent unsustainable expansion or discourage 
harmful contraction in bank credit. The 
immediate task of Federal Reserve policy is to 
decide upon the degree of restraint or encourage- 
ment to be imposed on bank credit expansion 
consistent with achievement of national objectives} 
This mayimean helping to check unstabiliving 
develovients in the economy influenced by 

credit factors when they become apparent, It 
also means helping to prevent such disturbances 
from occurring. 

"Federal Reserve policies, it needs to be 
kept in mind, are exerted through influencing the 
total volume of bank credit and money. It lies 
beyond the powers of the Federal Reserve to 
promote growth of particular segments of the 
economy without affecting other segments in ways 
that may or may not be desirable. It is likewise 
difficult or impossible to restrain particular 
activities without exerting general restraint, 

"Clearly actions by the Federal Reserve 
alone cannot assure the attainment of the broad 
national objectives. Attempts to assure continuou 
stimulation of over-all growth through bank credit 
expansion, regardless of other developments, might 
dineur the risk of inflationary or speculative 
developments that would be unsustainable and 


thus create instability and unemployment or they may 
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* merely result: in the accumulation of idle cash 


balances with little perceptible effect in the 
economy. Monetary policies cannot be expected 
to prevent or correct imbalances that might 
develop as a result of particular Governmental 
actions, of structural imperfections in the 
economy, or of mistakes of judgment made by 
private businesses or individuals with respect 
to the amounts and prices of goods and services 
‘they offer. It may at times be unwise to endeavor 
through monetary policies to prevent the 
adjustments in the economy that such imbalances ma 
inevitably entail, although Federal Reserve action 
might help to ease the adjustment process, Any 
such imbalances and their causes must at all 
times be taken into consideration in determining 
policies. Their existence may call for more 
restrictive, or justify less restrictive, policies . 
81. Bank reserves. -- The initial effect of 
Federal Reserve action is upon bank liquidity, which 
plays a special role in financial and economic processes 
Primary bank liquidity is determined by the net reserve 
position of the banking system as a whole, which the 
Federal Reserve can largely control. The particular 
immediate purpose of open market operations, therefore, 
is to keep banks supplied with a volume of bank reserves 
adequate to support the volume of bank credit and money 
considered appropriate. 
82, The bulk of Federal Reserve operations] are 


directed toward counteracting the effects of various 
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largely temporary factors that influence the 
availability of or need for reserves. In the course 

of a year the gross volume of System open market 
operations may exceed $10 billion; net changes in total 
holdings in any one week may equal several hundred 
million dollars; and the net change for the seasonal 

low point of the year in the spring to the high point 

in December customarily averages about $1.5 billion. 

83. These repetitive variations in the 
Federal Reserve portfolio are almost wholly for the 
purpose of covering normal seasonal movements and other 
temporary changes in required reserves (resulting 
from similar movements in deposits) and in currency 
and in various factors affecting the supply of reserves. 
The task of meeting these temporary and special needs is 
in essence not a policy matter, but a technical operatin 
problem of measuring or otherwise detecting such 
variations and making prompt adjustments to them. 

84, Federal Reserve operations to cover 
reserve needs resulting from cyclical or growth move- 
ments in bank deposits in any short period of time such 
as a week or a month are only a fraction of operations 
necessary to offset the effects of variations in many 
of the factors that influence the available supply of 
reserves. 

85. The total volume of reserves supplied 
presents a goal and a measure of performance that is 
directly related to the broader goal of making available 
an adequate volume of bank credit and money. Banks, 


however, on their own initiative may decide to hold 
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excess reserves and not put them to use or they may 
decide to borrow to obtain more reserves than are being 
supplied at the initiative of the Federal Reserve. 

86. A somewhat narrower and perhaps more 
specific indicator of Federal Reserve intentions, or the 
posture of policy, at the time is provided by the often- 
used figure of "net free reserves" or "net borrowed 
reserves", This figure is the difference between 
total excess reserves (over requirements) held by 
member banks and the total borrowings of member banks. 
Banks holding excess reserves and those borrowing at 
any one time are generally, but not always, different 
SLrOUPpS o 

87. As a matter of practice in recent 
years, some banks (mostly small country banks) 
regularly hold excess reserves; the aggregate of such 
holdings fluctuates rather consistently gnaw $500 
million. Additions to the supply of reserves generally are 
reflected fairly promptly either in a reduction in 
member bank borrowings at the Federal Reserve Banks 
er in credit and monetary expansion, rather than in 
additions to excess reserves. Reductions in the supply of 
reserves generally de not result in a decrease in 
excess reserves, but more likely cause some banks to 
increase their borrowing, which may vary from practicall 
nothing to a billion dollars or more. Reductions in 
reserves might conceivably lead to credit liquidation, 
but it is rarely the aim of monetary policy to bring 


about a contraction of credit, except as an adjustment 
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from a seasonal or other temporary expansion, Hence, 
excess reserves by themselves are not a good jndicator 
of changes in the posture of policy. 

88;° The general level of net free or net 
perrowed reserves prevailing over a period of time 
provides a measure of the degree of restraint or ease that 
exists in the money market. The particular level that 
may be needed to achieve the broader objective of 
appropriate credit expansion varies from time to time 
depending on changing economic conditions. Banks 
are willing to borrow more in times of vigorous 
eredit demands than when demands are slack, The more 
significant underlying indicator is the amount of 
credit and monetary expansion that occurs. Hence 
constant attention must be given to the amounts of 
required reserves and total reserves outstanding. 

89. These various reserve data =- or 
rather, fairly reliable estimates -- are available 
on a daily basis for the guidance of the Account 
Management. In fact, estimates or projections of 
reserve needs and the factors that may affect the 
reserve supply for days and weeks ahead are constantly 
being compiled by the Federal Reserve staff so that 
allowance may be made in current operations for 
possible variations in the immediate future. 
90. 


Secondary liquidity of banks. -~ In 


addition to primary liquidity, as represented positively) by 
the availability of reserves and negatively by bank 
borrowings, the credit practices of banks are also 


influenced by holdings of other liquid assets. This 
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secondary liquidity consists of those assets, which 
ordinarily can be readily liquidated by a bank at 
élose to the book value in order to meet deposit 
drains or adjust reserve positions. Secondary liquidity 
is a matter of individual bank initiative and is 
only indirectly influenced by the Federal Reserve. 
In our system of thousands of unit banks with continuous 
and widely varying interbank flows, the holding of some 
amount of such assets is essential for individual banks. 
91. Secondary liquidity, however, it must 
pe Clearly kept in mind, does not by itself provide 
the basis for expansion in bank credit. Nor would 
specific requirements as to holdings of liquid assets, 
other than primary reserves, necessarily restrict the 
expansibility of credit. These secondary reserve 
assets are in themselves a form of bank credit; their 
acquisition result in the creation of deposits. 
Secondary reserve requirements, therefore, would 
exert restraint on total credit expansion only in 
case the available supply of eligible assets were 
limited, 
92. The ultimate limitation on bank credit 
expansion is the availability of primary reserves. 
If banks have or could readily obtain primary reserves, 
they could then weird the requisite amount of secondar 
reserve assets (if available in the market). In 
the process the banking system as a whole would be in 
a position to expand total credit by multiples of 
these two sets of réserve holdings. For example, if 


banks could purchase Treasury bills in the market and 
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could readily sell a portion of those bills to the 
central bank to obtain primary reserves, a require- 
ment as to the er ae ee a specified portion of 
Treasury bill holdings would not limit total credit 
expansion. 

93. In the absence of unlimited access 
to primary reserves or to secondary reserve assets, 
a requirement or traditional practice as to holdings 
of other liquid assets would, to be sure, limit the. 
ability of the banking system to expand loans or 
other assets. For this reason, the secondary liquidity 
paneer of banks sometimes needs to be taken into 
consideration in determining monetary policies. 

(94. Bank credit and the money supply. -- 
Broader goals or guides for monetary policy are evident 
in the consequences of changes in reserve availability 
in affecting the amount of total loans and invest- 
ments of banks, which result in the creation of the 
bulk of the cash balances that the public holds. The 
banking system as a whole differs from other financial 
institutions in that commercial banks as a group can 
expand a given supply of reserves into loans and 
investments and into cash balances amounting to many 
times the initial amount. At the same time the 
volume of bank credit and money that can be created is 
limited by the amount of reserves available relative 
to the amount required to be held by banks. 

95. Irrespective of the volume of reserves 
made available through Federal Reserve initiative, 


however, banks and borrowers to some extent determine the 
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amount of bank credit and money that is brought into 
being. Demands for loans may not be sufficient to 
utilize all the reserves available, and banks may 
choose to hold excess reserves rather than acquire 
investments at prevailing interest rates. This is 
a rare set of circumstances but it did occur for an 
extended period in the 1930's. Even currently some 
banks consistently hold varying amounts of excess 
reserves. Or, under the pressure of vigorous demands 
for loans from customers, banks may choose to borrow 
from the Federal Reserve. When loan demands are 
strong and persistent, such borrowings in the aggregate 
may be substantial and prolonged, even though 
individual banks may quickly get out of debt. 

96. Since the impact of monetary policy 
on the ‘economy is transmitted through changes in bank 
credit and the money supply, it is essential for policy 
formulation that there be continuous assessment of the 
adequacy of these magnitudes. This is not an easy task 
put it is one that the Federal Reserve, with its power 
to control the creation of credit and money, must 
endeavor to perform. Monetary policy decisions must be 
based upon judgment as to the total amount of bank 
credit and money that is appropriate at any time. They j|must 
take into consideration not only the total volume but 
also the rate and nature of use of money. The use of 
money cannot be controlled by the Federal Reserve. 

97. Policy cannot be directed toward enabling 
banks to meet all demands for credit, or any particular 


demand, that might develop under any conditions. This 
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could result in an undue stimulus to spending and 
investing, which would derive, first, from increased 
spending growing out of bank credit expansion and, 
second, from the creation of a redundant money supply, 
is@.e, excessive liquidity. 

.98. In conducting current Federal 
Reserve operations, estimates or assumptions as to tota 
loans and investments of banks and the money supply 
underlie the current and projected figures of total 
reserves and free reserves. Seasonal and other temporary 
variations in these elements are quite large <-- 
amounting to as much as $5 billion in the course of the 
year. In conducting operations to carry out the 
Committee's objectives, the Account Management has to 
allow for the effect of such movements on reserve 
needs. 

99. Since cyclical and growth changes in 
the money supply and in required reserves are relativel 
small in any short period of time, during the intervals 
between meetings of the Committee those operations that 
carry out broad monetary policy objectives are in- 
significant relative to those needed to cover purely 
temporary variations. The essential task is to pre= 
vent temporary factors affecting reserve availability 
from interfering with policy goals. 

100. Expansion or contraction in bank 
loans and investments has a direct and approximately 
equal impact on the public's holdings of cash <-- 
in curreney and bank deposits. An important question, 


both as to practical operations and as to monetary 
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theory, relates to what definition of the money supply 
may be considered appropriate for purposes of monetary 
regulation. Or, perhaps more correctly stated, what 
weight should be given to the various components of 
the whole spectrum of liquid assets held by the public 
in affecting the volume of economic activity. 

101. Currency -- including notes and coin -- 
is of considerable importance from the standpoint of 
monetary policy because changes in the. volume in 
circulation outside of banks has a direct one-for-one 
effect on the volume of bank reserves. In the United 
States, however, the volume of currency in circulation 
amounts to less than a third of that of demand 
deposits held by the public and no doubt is used for 
a smaller proportion of all monetary transactions 
relative to checks drawn on deposits. 

102. Demand deposits are the most important 
component of the money supply. Under a fractional 
reserve system, they are also more expansible on the 
basis of a given amount of reserves. Interbank deposits 
may be excluded because they represent duplication. 
United States Government deposits in commercial 
banks, even though they reflect bank credit extension, 
are generally not included in measures of the money 
supply. This rather arbitrary practice is partly 
because such funds may be viewed as for the time with- 
drawn from influence on spending decision but more 
particularly because such deposits are subject to 


wide and erratic variations that do not reflect changes 
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in money available to the public at the time. 

103. Treatment of time deposits at 
commercial banks raises difficult questions. Their 
significance has varied from time to time as banks 
have followed different practices with respect to the 
attraction of such deposits and their potential 
liquidity. Principally they are no doubt merely a 
form of savings and a store of value with little current 
economic impact. To some extent, however, they are 
substitutes for other forms of money holdings and 
influence the spending decisions of money holders. 

They are reflected in the total volume of bank credit 
and also, to a smaller degree than demand deposits, 

in reserve needs. Hence they must be taken into con- 
sideration in determining monetary policies, but should 
not be viewed as identical on a dollar-for-dollar basis 
with demand deposits. The significance of holdings of 
other types of liquid assets is discussed in a later 
section. 

104, Velocity of money. -- Whereas changes 4 
the volume of money are influenced in part by decisions 
of borrowers and in part by those of banks and the 
Federal Reserve, changes in the use of money result 
principally from the decisions of borrowers, of holders 
of money, of spenders, and of nonbank lenders. From 
the standpoint of performance of the economy, it is 
not the holding of money but the use of money that 
counts. Amounts held, to be sure, may influence 
decisions as to the use of money. If new money created 
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cash, the flow and the turnover of money can expand 
rapidly... Experience shows that the rate of use or 
velocity of money varies significantly over short 
periods of time, as well as over long periods. 

105.. Monetary policy decisions, therefore, 
must take into consideration variations in monetary 
turnover. These variations are in essence a 
reflection of the great variety of elements that 
comprise economic activity and determine stability or 
instability in prices, the degree of resource 
utilization, and the rate of economic growth, i.e., 
the broad, ultimate objectives of policy. Variations 
in monetary turnover are related to changes in non- 
bank credit, in elements of liquidity other than money, 
and in interest rates,which are discussed in sub- 
sequent. sections... 

106. Nonbank credit. -- As already mentioned 
monetary policy is more or less limited in the scope 
of its direct influence... It operates primarily through 
the channel of bank credit, which constitutes a relatively 
small portion of total credit and the total flow of 
funds. Over the past decade net annual increases 
in total credit and equity market instruments in the 
United States, as measured by the Federal Reserve 
compilation of flows-of-funds accounts, have generally 
been between $30 billion and $60 billion -- perhaps 
$50 billion or somewhat more would be a normal average 
at present. 

107. In the same period the amount of 


credit supplied by the banking system to provide for 
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an increase in the money supply, narrowly defined to 
include only demand deposits and currency, has 
averaged less than $3 billion a year, with variations 
from small decreases in some periods to yearly 
increases of over $5 billion. Commercial bank time 
deposits have increased fairly steadily at an average 
rate of close to $4 billion, and the increase in bank 
capital has averaged a little over $1 billion a year. 
Thus the total amount of credit created by or channeled 
through the commercial banking system has averaged 
about $8 billion a year -- or around one-sixth of the 
average for all credit flows -- and has seldom 
exceeded $15 billion. 
(108. ‘Therefore, as the Board points out 
in its Commission on Money and Credit answer, 
"Plows of other funds -- evolved over time 
from accumulated savings and outside the 
control of the banking system =-- are of much 
greater magnitude and generally of greater 
influence in determining the course of the 
economy than are those deriving from changes 
in the volume of bank credit. The ultimate 
flows of all these funds into particular uses 
are beyond the direct control of the Federal 
Reserve. Nevertheless, changes in the 
availability of bank credit have a marginal 
influence upon money flows and upon interest 
rates that, if not properly controlled, 


ean affect economic stability adversely." 
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109. General liquidity. -- A related reason 
why Federal Reserve policy decisions cannot be made 
solely in terms of money supply goals is that 
economic decisions are influenced by all elements 
of liquidity, including holdings of other assets as 
well as of money balances. Decisions of spenders 
and lenders are likely to be influenced by the 
degree of their liquidity existing at any point in 
time and by variations in their liquidity over time. 

110. Particular actions available to the 
Federal Reserve to restrict holdings of assets other 
than cash balances are limited. Yet sharp increases 
in time deposits at commercial banks that followed 
the recent raising of ceilings on interest payable 
by banks on such deposits indicate that variations 
in these rates can influence the volume of time 
deposits at commercial banks. The long-run effect 
on total liquidity, however, and in spending decisions 
remains to be seen, 

111. Expansibility of non-cash liquid assets 
over any short period of time is limited, as long 
as money supply expansion is restrained. They must 
come out of current savings or shifts from less liquid 
assets. Moreover, available evidence indicates that 
the rates of turnover or withdrawals of such assets -- 
except perhaps for transactions of a primarily 
financial nature -- are very small fractions of the 
velocity of demand deposits. 

(112. Treasury bills, and to a lesser degree 


other short-term Government securities, serve as one 
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of the most active types of nonbank liquid assets. 

In effect, the available supply of Treasury bills 

can be determined by Treasury debt management 
operations, if their influence on general liquidity 

is deemed of sufficient importance. When the Federal 
Reserve rigidly supported the prices of Government 
securities, all types of Government securities had the 
liquidity aspects of cash balances and even more 
because they could create high-powered bank reserves. 
Federal Reserve operations in Government securities 
must always be conducted mainly with a view to 

their effects on general liquidity, as well as on bank 
reserves. 

‘113. The relationship of nonbank lending, 
capital markets and general liquidity to bank credit 
and money and to monetary policy was well described 
by Riefler in his memorandum to the aiacnnain tiene tinnten 
as folsawsvas 

"101. One way of looking at economic 
stabilization policies -- through the central 
bank or through fiscal policies -- is as an effort 
to maintain equality between total investment 
outlays and the amount of voluntary saving that 
corresponds with a high employment level of 


income at stable prices. In its ability to 


2/ The paragraph numbers in the quoted material are 
those appearing in the memorandum as published 


by the Radcliffe Commission. 
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exert a major influence over the total of 
commercial bank loans and investments the 
central bank may be regarded as playing a key 
role in the saving-investment relationship. 
Monetary policy aims both to restrain 
investment outlays and to encourage saving at 
times of inflation when such outlays are 
tending to press unduly against the flow of 
voluntary saving. In recession, monetary 
policy encourages investment by promoting 
spending and by supplementing the flow of 
loanable funds emanating from savers. 

"102. In this respect the commercial 
banking system, over which the central bank has 
its direct influence, differs from other 
finaneial institutions. The other institutions 
act mainly to gather and lend savings. They 
are uneble to lend more than savers have 
decided to place with them. ‘Furthermore, they 
are unlikely to lend appreciably less than they 
receive; that is, in usual circumstances they 
do not accumulate idle balances. Hence, these 
institutions play a neutral role in the saving- 
investment balance. They perform the important 
function of passing on savings to those under- 
taking capital formation. As long as they per- 
form this function and do not accumulate idle 
balances, they are not in a position either to 


disturb the balance or to restore an imbalance 


Sy.A 

to fetot edt stave sonsultut tetsm 6 trexe 1" 

. ed3 gimemteevat bis ansol ansd Lelotemmoo’ > 
Yel & gtyelq es bebreget od tom waned Lextnes | 

Qidenolislet tnendaevet-gotvee edd at. efet 9 - 

aieitest ot Avod emits yollog yistemoes >) © | 

$5 Ralvee egatveons: oF brs aveltvo Jnomtaevmt: >. 6" 

ets eysitue dove medw notteltnt.to gemtt ooo ce 


te woll sat denisgs ylvbas asoug’ ot gatbaedo! 1 | 


aon a ef wt & HH Ae 


 yersd encom sMoleesooet al. .gnivee wratanlow ooo 


gattomerq yd tnemtesvert segeityoone yotfoge is. - OF 
| to wolt odd gotinemefqqve vdofins gnibneqe’ > jit 
-8%8vB8 mort enivsnames ebnayt efdersoel 9° © i<t 
| fstoremmos edt Jooqeet aldt aI .Sor" Le }et 
| ao aaed LTextaeo eid dottw revo .meseye antiasd | bt 
SeitG mOtT eves ,soneuLiat sJoerth aegis. oe yet 
| gteltettvant tele ed? .enottutttent Istonsmi ye > 

| yeh .eg¢ivee bret bee tedtan* ot: yintsam' tos 

| over eteysa nedd stom banal ot efdany ots. 

| yard ,stomueriduv® .medt diiw sesiq o3 bsbtoseb 

| gerd nedt etel yfdstoetqqs brel o¢ yvlexting ete 

| yors seanstdanvorto fevey ot .et sendd° revisoer 


e2ens .coneH .esormeled albt edslomuoos ton ob 
“aeivesa eft rt shoe takowen & wsliq asotiueisant 
Jnsocogut sit miotved yerAt .sonelad drenctaevet 
“tebau gezody ef aankvsa no gntaesq to nolsonst 


-“ieq yedl es gnef 2A .tottsarrot [stiqso sntusd 


od “endtis aoltiiacg # mt tom ets yedd (esoneisd 


esislisdat me eroteet ot to soneled ext dtut|etb 


| efbt etelumusos ton ob bas’ sotvonyt alds maret 
' 


Nethercut & Young 
Terento, Ontaric Kw 


. between saving and investment. 

"103. This distinction between commercial 
panks and other financial institutions is a 
crucial one. It springs from the fact that 
commercial banks, in contrast to other lending 
institutions, can expand or contract credit 
on their own initiative without bidding prior 
savings from the public. When such credit 
expansion exceeds the amounts the public wishes 
to retain in the form of money balances, it will 
use these balances in a way that will tend 
to lower interest rates or finance investment 
directly. Restriction on bank credit expansion 
to a rate less rapid than the public wishes 
to increase its money balances will lead the 
public to reduce investment and increase saving 
in an effort to establish the desired level of 
money balances. 

"1904, Interest rate adjustments with their 
concomitant and opposite effects on capital 
values are an integral part of this adjustment 
process. They decline when the public seeks 
to convert redundant money balances into other 
assets and rise when the public seeks to build 
up money balances. 

"105. These interest rate and capital 
value movements, in turn, have pervasive 
incentive and disincentive influences on 
investment activity and on saving. These 


effects spread throughout the financial mechanism. 
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For example, rising bond values enhance the 
liquidity as well as the immediate purchasing 
power of holders and conversely, declining 
bond values reduce both liquidity and immediate 
purchasing power. There are few nonbank 
financial institutions or trade or industrial 
enterprises that are sheltered from changing 
Pines rates and capital values. In an 
economy relying on private initiative and 
enterprise, this is a direct and powerful 
regulator of the general state of liquidity. 
"106. The existing liquidity of the 
banking system and of the economy will, of 
course, affect the promptness of the 
response to any given degree of monetary 
restraint. For instance, when liquidity is 
high; including both excess cash balances on 
the part of the public and excess holdings 
of liquid assets on the part of banks, 
individual banks that are faced with strong 
loan demands are likely to react ree reduction 
of reserves by selling Government securities 
in order to acquire the funds to expand loans. 
In this case, restraint on the availability of 
reserves will not have an immediate braking 
effect on inflationary spending. Even if the 
money supply should contract when the Govern- 
ment securities that banks dispose of are 
taken up by other investors, expenditures 


will not be immediately affected if investors | 


_)) a 2 = Ae Oe ee | — ‘ie is ey 7 00" y Ae 


AYA 


ed? sonssine ageulsv baod gntati ,elqmsxe 10% 
gatasdotg etstbeamt edt.as {Low es ystbiupti 
aciatioes .ylearsvaeo bas aieblod Io tewog 
stsibemat Sas yilbluptl sted sosbet asutsy , baed 
unsdron wel ers etedf .tewoq satasdouug 
faiddaubal to ebsid to enoliugiveni [stoasalt 
avladsds mort botetfeda eis dads asaltiqtetae 
a ol ..eevlsv aciqso bas asist Jaereiat 
bas evitsiiiat stsvivq mo gatylet, yaonoge 
isitvewog bas toeilb gat atdd.,.satiquetns 
-VWiibluplt to stata Lsieasy.sdJ to sotsluaex 
ot to ytiblupil.gnttetxe sdT. .,do0L"., 
to .tiiw ymedeoe ad? Io bas metaye. anioinsd 
eld 0 geentqmerq edt toetis eenues 
Visdsmom to. getgeb nevig yas of .eaneqast 
ei Wiblupli. aedw .soaistant oF. .tatsittada 
fo agonaisd caso easoxe diod gitbufont .detsd 
egniblod aseoxe bas otf{duq edt. to tusq.edd 
_2.ealisd to Jisq edd ao atdesas bkyuplt te 
asowta stiw beest sts telly axasd Isubivibs«at 
noltoubes s ot tosex ot visaltl ets sbnemeb asel 
asiiiuvese tasmartevod gniiise yd sevieast to 
.eneol baaqze od ebrut, edd eitspos ot. tebite mi 
io ytiitds(isve edt no jaleiteet, .saao aldd at 
aninetd sistbhbemt as eved ten {[iiw aevieaet 
elt If geva...patbasqa yiscotielint me tostits 
“t9veb sdt. sedw Josisaeo bisede yLqqua yenom 
21s To seegeth adnsd tad? astitivoea tnom 
acitibrsgxe ,etodeevnl sedio yd qu aeast 


aiotecvil ib betdosetis yLotskbemmt ed son {ftw 


Nethercut & Young 
Torente, Ontaric Ae75 


substitute securities for holdings of cash. 
In summary, when the economy is overly liquid, 
the initial response to monetary restraint 
may lead banks to substitute in their port- 
folios private loans for Government securities, 
while nonbank investors substitute Government 
securities, acquired from the banks, for cash 
balances. 

"107. . This does not mean, however, 
that the policy of restraint is nullified 
when liquidity is high. It implies, rather, 
that more restraint is required than would 
otherwise be necessary. Also, other measures 
to reduce liquidity may be called for, such 
as funding public debt in order to reduce 
the availability of short-term Government 
securities as substitutes for cash. In any 
case, the imposition of restraint does help 
to restore balance since the overly liquid 
positions both of the banks and of the public, 
which are the cause of the trouble, are reduced. 
Both the banks and the public acquire assets 
that they regard as less liquid than those 
they give up.” 

114. In line with the above analysis, 
the Board's view as to the relation of general liquidity 
to monetary policy is explained in its Commission on 
Money and Credit answer as follows: 
"an increase in noncash liquidity outside the 


banking system is not necessarily a hindrance to 
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1 or a limitation on the effectiveness of 

2 monetary policies. It may imply merely that 

3 the public wishes to hold such assets rather 

4 than idle cash balances. Or it may, under 

5 some conditions, imply that more restraint is 

6| required than would otherwise be necessary 

7 upon the creation of additional money through 

8 pank credit expansion. To the extent that credit 
9 demands are being met through the borrowing 

10 of savings other than through the banking 

11 system there is less need for bank eredit 

12 expansion. Such expansion might add excessively 
13 to the volume of cash balances. 

14 If nonbank holders desire to shift from 

15 other liquid adsetes to money, monetary policy 

16 should be designed to discourage or facilitate 
17 such shifts, according to the prevailing 

18 state of economic activity. If there are 

19 pressures on resources, the creation of 

20 additional money is restrained and holders of 

21 assets desiring to obtain cash have to find 

22 buyers other than banks. In periods of slack in 
23 economic activity, on the other hand, monetary 
24 policy attempts to increase general liquidity 
25 by making reserves more readily available to 
26 banks, and through this to encourage expansion 
27 in bank credit and the money supply. 
28 In essence, it may be said that Federal Reserve 
29 policies influence general liquidity by 


30 influencing the availability of money, rather 
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than by attempting any direct regulation of 
nonbank holdings of other types of liquid 
assets." 
115. Interest rates. -- To a limited 
extent, the impact of Federal Reserve policies on 
the economy is effected through interest rates. 
In General, monetary policy actions influence 
interest rates through changes in the availability 
of credit and the supply of money and through 
market expectations, but other elements of supply 
and particularly variations -- actual or anticipated -= 
in the demand for credit and money are the more 
important determinants of the level and structure of 
interest mately 
.116. On the role of interest rates and 
their relation to monetary policy, the Board in its 
Commission on Money and Credit answers made the 
following statement: 
q Interest rates serve as an essential 
allocator of resources in the whole process 
of saving and investment, and in the day-to- 
day functioning of the money and credit system. 
Changes in interest rates and concomitant changes 
in bond prices have pervasive influences on 
incentives to invest and save. Individuals, 
businesses, and financial institutions, as 
borrowers or investors, are all likely to be 
affected in some degree by changes in the 
cost of borrowing money or in the capital 


value of their financial assets. Since the 
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impact of changes in interest rates on borrowing 
costs and capital values ultimately influences 
spending and saving decisions, monetary policy 
by influencing interest rates can have an effect 
on these decisions. 

The level and structure of interest rates 
prevailing in credit and capital markets at any 
given time reflect a complex interplay of 
demand and supply forces. Credit and monetary 
policy, which affects primarily the quantity 
of bank reserves and in turn the volume of 
bank credit and the money supply, functions 
as only one supply factor in interest rate 
hasucimaneittion The great bulk of the supply 
of funds available for lending arises from 
the savings of the public -=- past and current; 
bank credit usually comprises only a small 
portion of the total. It is often a weciewosy 
factor, the importance of which may vary 
according to the state and composition of 
economic activity and expectations." 

117. Monetary policy operations cannot 
at will determine the level or pattern of interest 
rates. Attempt to do so in a period of vigorous 
demands, for example, would involve satisfying 
all demands for credit and money, or at least 
all demands in some particular sector, regardless 
of real needs relative to resource utilization. 

This would aggravate tendencies toward rising 


prices and create inflationary developments. In 
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the end, the forces of inflation either would bring 
about higher interest rates or would lead to a 
collapse of the economy. 

118. Conversely, attempts to maintain too 
high a level of rates in a declining or slack 
economy could unduly stimulate saving and retard 
consumption and investment. Yet, arbitrarily 
pushing rates down by pumping out more money than 
the economy is willing to use at that time can, in 
a world of convertible currencies, lead to balance-of- 
payments difficulties without serving a useful domestic 
purpose. 

119. In order to minimize the direct 
impact on — of its sizable day-to-day transactions, 
the Federal Reserve generally conducts the bulk of 
its open market operations in short-term securities, 
the market for which is much broader than markets 
for longer issues. But operations in any maturity 
area of the market necessarily affect other areas. 
Flexible, though not always complete, adjustment by 
borrowers and lenders to changing market conditions 
isan important characteristic of responsive credit 
markets. This flexibility limits the extent to which 
the structure of rates can be altered through public 
policy. For instance, if short rates remain high, 
there are limits to how far long rates can fall: 
borrowers will come to prefer long-term instruments 
and lenders short-term with the result that long-term 
rates will tend to remain high relative to short. 


In general, changes in the relative supplies of 
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securities are only one of many influences on the 
structure of rates. These other factors. include 
variations in types of borrowing demands, changes in 
liquidity desires, other shifts in institutional 
demands for particular types. and maturities of 
securities or other open market paper, and 
expectations as to future changes in the level of rates, 
120, For these reasons, Federal Reserve 
policy actions are generally focused on the volume 

and availability of bank reserves and the adequacy 

of bank eredit and the money supply, rather than on 
any particular level or pattern of interest rates. 

In general, Federal Reserve operations are so con- 
ducted as to minimize their influence on the structure 
or pattern of rates. It is believed desirable that 
basie changes in the saving/investment relationship 
and variations in demand and supply among different 
segments of the market be reflected in changing 

levels and structures of interest rates. 

121. Interest rate developments in the 
money market, however, serve as an important guide 

to System operations. Fluctuations in sensitive 
money market rates on a day-to-day or week-to-week 
basis furnish the Account Management with a delicately 
attuned signal of market forces and a guide for 

timing of operations -- often before other information 
is available indicating a need for changes in reserve 
availability. Therefore, the Account Management 
watches with great care short-term variations in 


money rates. 
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122. Under some circumstances Federal 
Reserve operations may for limited periods be 
purposefully directed toward cushioning supply 

or demand changes tending to affect interest rates 
in an undesirable manner. The establishment or 
maintenance of a particular level of rates may then 
be a specific goal. This may be done, for example, 
during a period of Treasury financing or when some 
seasonal or similar temporary influence seems to be 
affecting rates to an excessive degree. 

123. International movements of funds 
that can be attributed to interest rate considerations 
may call for policies aimed at influencing interest 
rates, especially if they can be effected without 
long-run damage to the domestic economy. Under such 
conditions rather than attempt by monetary policy 
actions to maintain a domestic level or structure 
that differs substantially from rates in other 
countries, interest rates would be permitted to 
adjust to international conditions, In the past 
year or more, many countries have discovered -- or 
rediscovered -- that in a world of convertible 
currencies, interest rates in one country are 
strongly influenced by those in other money markets. 
For example, the Germans and the British have found 
it necessary to lower rates, and in the United States 
policy has refrained from permitting a deciine in 
rates that might otherwise have occurred or been 
considered desirable on the basis of domestic con- 


siderations. 
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ye; International Considerations in 


Determination of Federal Reserve Policies 


124. During most of the existence of the 
Federal Reserve System, protection of the balance 
of international payments of the United States and 
assurance of convertibility of the dollar at a fixed 
relationship to gold have not been important con- 
siderations in the determination of monetary policy. 
125. In 1920 decline in the required gold 
reserve ratio to near the legal maximum elicited 
some perturbations and was sometimes given as a 
reason for restrictive credit policies at the time. 
More important reasons for the policies adopted, 
however, were domestic inflationary tendencies, 
and the situation was quickly reversed. The U.S. 
gold steck increased in the early 1920's and remained 
at a high level relative to reserve needs until 1931. 
126. In 1931-32, sees widespread bank 
failures led to heavy withdrawals of deposits fren 
banks in the form of currency, certain legal restrictions 
as to collateral backing Federal Reserve notes and 
the need to pledge gold for this purpose led to 
some questioning as to the adequacy of the gold stock. 
This technical problem was solved by a change in the 
law permitting Federal Reserve Banks to pledge U.S. 
Government securities as collateral for Federal 
Reserve notes. 
127. Continuation of bank failures, 
however, together with uncertainty as to Governmental 


policies that might be adopted to combat depression 
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threatened to cause a resumption of gold outflow in 
early 1933. Measures were then adopted to change the 
dollar price of gold and restrict gold holdings, along 
with other measures to bolster confidence in banks. 

It is questionable whether the reduction in the 

price of gold served any useful purpose and it may 
have helped to deepen the depression in other 
countries. 

128. Passage of the Gold Reserve Act 
early in 1934 led to reestablishment of a fixed 
dollar price of gold. Subsequent world events 
resulted in a tremendous flow of gold to the United 
States and an accompanying build-up of bank reserves 
far beyond current needs. A consequent problem faced 
at that time was how to adjust to the abundance of 
gold and bank reserves. This adjustment was eventually 
effected in part by raising reserve requirements 
of commercial banks to absorb some of their excess 
reserves and subsequently in large part by the wartime 
eredit and monetary expansion. 

129. In 1945, after a moderate decrease 
in gold reserves and a very large increase in Federal 
Reserve note and deposit liabilities during the war 
years, the legal reserve requirement for gold- 
certificate holdings of the Federal Reserve Banks 
was reduced to its present level of 25 per cent of 
‘guch liabilities. The previous requirement had 
been 40 per cent of Federal Reserve notes outstanding 
plus 35 per cent of deposit liabilities of the Federal 


Reserve Banks. 
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130, During most of the life of the 
Federal Reserve, therefore, monetary policies have been 
influenced by gold movements only as it was necessary 
or desirable for domestic purposes to counteract 
their effect on commercial bank reserves. During 
recent years, however, particularly since the 
restoration of convertibility of other leading 
durrencies at the end of 1958, this situation has 
éhanged. The United States has had to learn some 
basic truths about the influence of the international 
environment on national economic problems and 
policies -- basic truths that have been pretty 
familiar to many other countries, though they are 
sométimes forgotten by some people there as well. 

131. In particular, the United States 
is becoming more aware of the fact that the world 
has for many years been on a reserve currency 
standard and of problems this situation creates. 
No longer can monetary and fiscal policies be geared 
to domestic considerations alone; they must take 
account of international relationships in the 
demand and supply and in the pricing both of goods 
and of capital. Consequently, reviews of the 
current economic situation in connection with the 
formulation of policy now include consideration of 
foreign demand and supply pressures, foreign 
inventory cycles, international competitive positions, 
and international demand and supply for capital 
and bank credit =~ as well as consideration of such 


obviously pressing facts as those about changes in 
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eur own country's gold and foreign exchange reserves 
and in its short-term external liabilities, and about 
the balance of payments that gives rise to these move- 
ments. 

132. The balance of payments and monetary 
policy. -- During the past two years, heiiaties of 
governmental economic policies, including monetary 
policy, has faced the task of dealing most effectively 
with a difficult pair of problems: how to end a 
persistent balance-of=-payments deficit and at the same 
time to make substantial progress toward reducing 
underemployment of labor and capital within the 
country. 

133. This conjuncture of problems is 
different from what might be called the typical 
conjuncture in industrial countries. Somewhat more 
typical fer a peried of recession in economic activity 
is a decline in imports that tends to strengthen a 
country's balance of payments; while in a boom 
expanding imports would be expected to be a 
restraining influence. These combinations are not se 
difficult to deal with. Even if monetary policy were 
absolutely neutral throughout, the cyclical imbalance 
in ene direction or the ether in the external current 
account would tend to be offset at least in part by an 
outflow er an inflow of capital in response te shifts 
credit market conditions and in interest rates. 

134. Reasons for the development of 
persistent payments deficit, along with an under= 


employment of resources, through various phases of the 
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business cycle, are complex. They include: (a) 
military expenditures abroad and that part of grants 
and loans for economic aid that does not readily 
earry along with it a true addition to exports of 
goods and services; and (b) shifts in competitive 
status of private enterprise as costs rose in the 
United States while Europe was completing its 
recovery from war-time disruption and entering 
a new phase of dynamic growth. Prescription for remedi¢s 
must deal with the problems of our political 
commitments or the shifting of some of their burden 
to others, with enhancing competitiveness in export and 
import markets, and at the same time with making 
investment and lending in the United States more 
attractive relative to investment and lending abroad. 
135. Easy money and an expansionary fiscal 
policy, which might be desirable as weapons against 
underemployment, do not help te remove the basic 
eauses of the balance of payments probiem. Under 
existing circumstances, there may even be doubt 
whether they can be fully effective in reducing under- 
employment. The underemployment problem results 
partly from the domestic effects of the overpricing 
that also causes difficulty in the external balance 
of payments. Positive deflation of demand, engineered 
by national financial policies, would not only be 
entirely unacceptable domestically, but would also 
work to our disadvantage in the long run in the 
balance of payments by delaying re-equipment of 


industry and by discouraging equity investment within 
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the country as compared with investment abroad. 

136. Some of the important factors under- 
lying the present balance-of-payments situation in 
the United States lie outside the realm of monetary 
policies. Under these circumstances, monetary -=- and 
also fiscal -- policies have to be based on a 
delicate balance of domestic and international 
considerations, until fundamental adjustments 
essential for the restoration and maintenance of 
international balance can be effected. 

137. Reserve currency status of the U.S. 
dollar -- It is a basic tenet of United States 
monetary administration that the value of the dollar 
pe maintained at a fixed relationship to gold. This 
4s considered desirable partly because of the belief 
that international adjustments in demand and supply 
relationships can be made more effectively through 
individual markets than through attempts to make 
er permit alterations in exchange rates that would be 
reflected in the general level of prices and costs 
in one country relative to those in ether countries. 
Such over-all alterations can lead to the creation 
ef other maladjustments and upsets to the world 
economy. If promptly accompanied by corresponding 
changes in the value of other currencies no purpose 
is achieved by the action.’ 

138. Another reason of immense practical 
importance for maintaining a fixed value of the U.S. 
dollar in terms of gold is that the dollar serves as 


what is undoubtedly an essential complement to gold 
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in providing a basic international means of exchange 
and stere of value. In the present world of currency 
convertibility, a reserve currency country cannot 
consider devaluing its currency through a once-for-all 
unilateral alteration of its valuation in terms of 
gold or other currencies. A country with very large 
short-term liabilities to foreigners simply cannot 
risk the permanent destruction of confidence in the 
value of its currency relative to others that such 

a step might entail. To take this risk would be to 
risk creating pressures for new outflows amounting to 
billions of dollars over a period of years. 

139. This position carries the immediate 
corollary that for a reserve currency country faced 
with the combination of underemployment and a 
payments deficit to use a fluctuating rate in an 
attempt to avoid demestic restraints er adjustments 
would be even more inappropriate and would worsen 
the basic difficulties. In such an event the rate 
could only depreciate. Uncertainties as to how far 
the depreciation might go -- if indeed the country 
were to persist in letting the rate fluctuate -- 
would make all the more likely an irretrievable 
destruction of confidence in that currency. 

140. A reserve currency country cannot 
escape in any way the necessity ef improving or 
maintaining its competitive position (at any given 
exchange rate). Nor can it avoid the simultaneous 
necessity of making capital investment in its country-- 


at short-term and at long-term -- sufficiently attractive 
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relative to capital investment elsewhere so as to 
prevent either a loss of reserves or pressure on a 
free rate. To shift the impact of a deficit from 
reserves to the rate does not alter the problem in 
its totality. Giving instability of value to a 
reserve currency would have adverse effects on 
capital movements and on foreigners! desires to go 
on using the reserve currency that might far out- 
weigh any benefits of depreciation for the country's 
4nternational trade. Reserves might no longer fall, 
but depreciation of the currency would gain 
momentum. The constraints on domestic policy would 
become stronger than ever. 

141, International reserve liguidity®“<- 
Related to the question of the role of an international 
reserve currency is the subject of international 
reserve liquidity. In a broad sense, matters of the 
size and distribution of international reserve 
liquidity differ little from those of the balances 
of payments ef individual countries. With regard 
te the distribution of reserves, for the great 
majority of countries the amount of reserves any one 
of them holds depends principally on that country's 
structural characteristics, its own policies affecting 
its balance of payments, and its own policies with 
regard to the size of the reserve cushion it believes 
it can afford te keep. 

142. International liquidity becomes a 
concept with life of its own only when: (a) there is 


a question of large withdrawals of liquidity from the 
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pool of reserves available to others by large ceuntries 
running balance-of-payments surpluses, or (b) there 
is a question either of the willingness of a reserve 
country to continue supplying additional reserves 
through its balance-of-payments deficit or of the 
continuing acceptability of its currency by others for 
their reserves. 

143. Defined in these ways, the inter- 
national liquidity "problem" has net been an acute 
and immediate preblem for the world in general at any 
time in the postwar period. It is true that several 
Continental Eurepean countries have had large 
surpluses in recent years, and these have been the main 
counterpart ef the deficits of the two reserve currency 
ceuntries. But it would be difficult to establish a 
ease that this situation has added in any significant 
way to whatever difficulties any ene of the great 
majority of smaller countries may have had in 
obtaining and retaining whatever volume of reserves 
it aimed at. 

144, Somewhat greater consciousness of 
difficulties with international reserve liquidity 
that might arise in the future has developed in 
recent years. There have been preposals for alternativ 
standards er ways ef providing the world with 
additional reserves. These proposals, however, do 
not dispose ef serious fundamental problems; they 
merely change the form of those preblems. 

145. The main disturbing elements in 


international trade and finance will always be the larg 
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variations that tend to occur in the international 
transactions of the larger industrial countries, in- 
cluding the reserve currency countries. These 
variations will persist irrespective of the currency 
standard that may be used. So long as U.S. and U.K. 
private exporters and lenders continue te prefer to 
be paid in U.S. dollars and sterling, respectively, 
foreign private traders and borrowers will continue 
to need and to keep balances in U.S. dollars and 
sterling. The possibilities that now exist of sudden 
shifts in private holdings from ene currency into 
another, causing sudden, large movements of reserves, 
would still exist under any other fixed-exchange 
standard. 

146. Any need for a workable alternative 
to the reserve currency standard would arise from 
the attitudes and practices ef governments with 
respect to exchange rates and of central banks with 
respect to the nature of their reserve holdings. 
But any international reserve standard other than 
gold would encounter policy problems regarding rates 
of addition to the liabilities and composition 
of the assets of the international monetary institution 
that would administer the reserves. The problems would 
be analogous to the similar preblems that now face the 
reserve currency countries. No standard will work 
in the long run unless all major central banks agree 
to forego once and fer all the chance of keeping all 
their reserves in the form of gold. 


147. Under the present standard er any other 
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the balance-of-payments problems of the present reserve 
currency countries are going to have to be solved. 
This requires internationally cooperative behavior 
on the part of all major countries. This cooperation 
has already begun, with the recognition of inter= 
national responsibilities that is implicit in a 
country's membership in the International Monetary 
Fund or the Organization for Economic Cooperation and 
Development. As the balance-of-payments deficit of 
the United States becomes more controllable, and as 
the attitudes of international cooperation are 
strengthened, the long-run probiem of international 
reserve liquidity will look much easier to deal with 
in one way or another than it may now seem. 

148. Last February, the Federal Open 
Market Committee authorized the Federal Reserve Bank of 
New York to engage in open market operations in 
convertible currencies widely used in international 
transactions, and toe negotiate agreements with 
foreign central banks regarding the establishment of 
reciprocal balances in such currencies, These 
measures are mainly designed to help defend the delilar, 
if necessary, against temporary disturbances in 
exchange markets and against the effects of large 
sudden movements of volatile funds. But from a 
jonger-run peint of view, they may also be used to 
help avert any danger of international illiquidity, 
if that danger should ever become imminent. 
Establishment of reciprocal balances in internationally 


used convertible currencies could help to banish 
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fears of a world-wide deficiency in international 
reserves, without requiring new international 
institutions or upsetting the existing mechanism 


of international payments. 
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VI. Organization and Executive Personnel of 


the Federal Reserve System* 
149, The organization of the Federal 


Reserve System has sometimes been compared to a 
pyramid which has as its base the grassroots of the 
American econemy represented by the 6,100 member 
panks in every state in the Union. The apex of this 
pyramid is represented by the Board of Governors in 
Washington. In between the base and its peak are the 
12 Federal Reserve Banks and their 24 branches that 
provide a unique regional concept among the central 
banks of the world. 
Role of the Federal Reserve Board 

150. The Federal Reserve Act presently 
provides for a board ef seven members appointed by 
the President of the United States and confirmed by 
the Senate. Board members serve for terms of 14 years 
with terms so arranged that one expires every two 
years. If a member has served a full term he is 
ineligible for reappointment. However, if he has been 
appointed to an unexpired portion of one of the 14-year 
terms, he may be reappointed te a full term. Members ¢ 
be removed from office by the President only for cause. 

151. The law requires that the President shall 
designate a Chairman and Vice Chairman from the member- 


ship of the Board "to serve as such for a period of four 


* This section was prepared by Clarke L. Fauver, 
Assistant to the Board of Governors of the 


Federal Reserve System. 
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years." A possible purpose of this provision in the 
Banking Act of 1935 was to afford a new President the 
eppertunity to designate a Chairman and Vice Chairman 
ef the Board. This objective, however, has net been 
accomplished in practice. Even the first appointments 
after this prevision was adopted in 1935 were not made 
se that they would coincide with the term for which a 
President was elected, Subsequent appointments, based 
either on the expiration of a term or resignation, 
have not furthered the achievement of this goal. 

152. When originally adepted in 1913, the 
Act provided for five regular members on the Board 
and for the Secretary of the Treasury and the 
Comptroller of the Currency to serve as ex officio 
members. In 1922, one additional member was previded 
in consequence of a change in qualifications to 
specify agricultural interests. In 1935; participation 
by the Secretary of the Treasury and the Comptreller 
of the Currency was terminated and the membership 
set at seven regular members. 

153. Statutory Qualifications. -- Section 10 
of the Act prevides that, "In selecting the members of 
the Board, not more than one of whem shall be 
selected from any ene Federal Reserve district, the 
President shall have due regard to a fair representation 
of the financial, agricultural, industrial and 
commercial interests, and geographic divisions of 
the country." The law also provides that no member 
of the Board ef Governors shall be an officer or 


director of any bank, banking institution, trust company 
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or Federal Reserve Bank, or hold any steck in any such 
banking organization. Members must "devete their 
entire time to the business ef the Board." 

154. Only two changes relative te quali- 
ficiations for membership on the Board have been made 
since the Act was originally adopted. Initially, it 
was provided that at least twe members of the Board 
had to have experience in banking or finance. 

This stipulation was removed in 1922, and at the 
same time the elements of representation to be 
considered were broadened, as indicated abeve, to 
inelude agricultural interests. 

155. Recruitment. -- There is little, if 
any, recerd frem which one can draw facts regarding 
the methed of selection, recommendation and 
consideration given to the appointment of members of 
the Board. It would appear that much has depended upen 
the degree of interest taken by the President and the 
Secretary of the Treasury in such an appointment, and 
upen the relationship between the President and the 
incumbent Chairman of the Board at the moment of a 
vacancy. On some eceasions it has been clear that 
the White House has sought recemmendations from the 
Chairman of the Board for the filling of vacancies 
and that such recommendations have been carefully 
considered and acted upon favorably. At ether times, 
it would seem the President has acted upon recommendatio 
from other sources witheut consulting the Chairman of 
the Board. Most students of the subject would probably 


agree, however, that the appointments te the Federal 
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Reserve Board have been largely free of partisan 
political motives. 

156. Perhaps some clue as to the kind of 
men sought fer appointments to the Beard can be found 
by studying those who have served. Through May 1962, 
the number of men who have served or are serving on 
the Board of Governors totals 41, exclusive of the 
Secretaries of the Treasury and the Comptrollers of 
the Currency who were ex officio members from 1914 to 
1936. 

157. The Board members have been a diverse 
group.1/ Of the 41, the background of 16 was 
banking (including Federal Reserve or bank supervisory 
service); of nine, business; of seven, agriculture; 
of eight, law, education or journalism; and one was 
a career civil servant. Nine Board members had held 
major appointive Federal offices before appointed to th 
Board, but only one had ever served in Congress. Of 
considerable importance in appointments made to the 
Board since 1950 has been a record of prior service wit 
Federal Reserve System. Of 10 new appointments during 
this period, five had been serving as members of the 
poards of directors and two were senior officers of 
Federal Reserve Banks. 


158. Duties. -- The Board of Governors is 


1/ The analysis in this paragraph is an updating of 
the tabulations appearing in Federal Reserve Polic 
Making, G. L. Back, Alfred A. Knopf, Inc., New 


York, 1950, pp. 277-289. 
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essentially a policy-making and supervisory body and 
has vintually none of the operating functions common 
to central banks. The operating functions of the 
Federal Reserve System are performed by the Federal 
Reserve Banks. Among the Board's duties is the 
responsibility for supervising those operations and, 
under the authority of the Federal Reserve Act, the 
Board issues regulations to govern aida 78 

159. As will be spelled out in more 
detail later, the Board appoints three of the nine 
directors of each Federal Reserve Bank, including 
the Chairman, who is also the Federal Reserve Agent, 
and the Deputy Chairman. Appointments of the 
President and First Vice President of each Federal 
Reserve Bank are subject to the Board's approval. 

160. Annual budgets for each of the 12 
Federal Reserve Banks and their 24 branches are 
submitted to the Board. The salaries of all officers 
and employees of the Reserve Banks are subject to 
the Board's approval. This responsibility is 
discharged largely through the use of salary classi- 
fication systems. Certain other expenditures, such 
as those for purchase of real estate for banking 
office purposes and for the construction or major 
alteration of bank buildings, are submitted to the 
Board for approval. Reports showing comparative 
expenses of the Reserve Banks are analysed by the 
Board's staff, which also makes surveys at the Reserve 
Banks of operating procedures and of other matters 


relating to their expenses and cost accounting systems. 
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In addition, the Board coordinates System economic 
research and data collection and reviews all System 
publications. 

161. Each Federal Reserve Bank and branch 
is examined at least once a year by the Board's 
examiners, who are directed to determine the financial 
condition and the compliance by its management with 
applicable provisions of law and Board regulation. 

The examiners also review the bank's audit program and 
activities of the resident auditor and his staff to 
see that they are adequate and effective. The Board 
also directs System activities in the examination 

and supervision of its member banks. It must also 
approve the establishment of branches for State 
member banks; bank mergers where the resulting bank 
is a State member; and is generally responsible for 
the supervision of all bank holding company operations, 
including the formation of new bank holding companies 
and the acquisition of additional banks by existing 
holding companies. 

162. Within the framework of the Federal 
Government, the Board represents the Federal Reserve 
System in most of its relations with executive 
departments and with congressional committees. It 
is required by law to exercise special supervision over 
foreign contacts and international operations of the 
Reserve Banks. The Chairman of the Board is a member 
of the National Advisory Council on International 
Monetary and Financial Problems. The Council con- 
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Chairman), the Secretary of State, the Secretary of 
Commerce, and the Chairman of Export-Import Bank, as 
well as the Chairman of the Federal Reserve Board, 

At times other Federal Government agencies engaged in 
international operations of a finaneial nature have 
been represented. The National Advisory Council has 
responsibility for coordinating the policies and 
operations of the representatives of the United 
States on international financial institutions and of 
all agencies of the Government which make or participat 
in making foreign loans or which engage in foreign 
financial, exchange, or monetary transactions. 

163. These foregoing administrative 
responsibilities are apart from the Board's primary 
funetion which is related to the formulation of 
monetary and credit policy, and which is discussed 
elsewhere in this paper. 

The Federal Reserve Banks 

164. At the end of 1961 the Federal 
Reserve System had 6,113 member banks. Of these, 4,513 
were national banks and 1,600 were State chartered 
panks. All banks with national charters are required 
to belong to the System. Banks with State charters, 
if qualified for membership, may, with approval of 
the Board, voluntarily join the System. While 
somewhat less than one-half of all banks in the 
United States belong to the Federal Reserve System, 
member banks hold about 85 per cent of the total 
deposits of all commercial banks. 


165. Decentralization is an important 
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characteristic of the Federal Reserve System. Each 
of the 12 Federal Reserve Banks and each of the 24 
branches is a regional and local institution, as 
well as part of a nationwide system. Its officers 
and employees are residents of the Federal Reserve 
District and its transactions are with regional 
and local banks and businesses. It gives effective 
representation to the views and interests of its 
particular region and at the same time helps to 
administer nationwide banking and credit policies. 

166. Board of Directors. -- Each Reserve 
Bank operates under the general direction of a 
board of nine directors. The board of directors is 
primarily responsible for the conduct of the Bank's 
affairs in the public interest, subject to the 
supervision of the Board of Governors. The directors 
choose the Reserve Bank officers but their appoint- 
ments of President and First Vice President -- who 
are the chief executive officers of the Bank, and 
whose terms are for five years -- must be approved 
by the Board of Governors. 

167. A director's term of office is three 
years and he may be reelected or reappointed, 
although a generally accepted policy of rotation 
among directors limits the service of nearly all 
directors to a maximum of six years. Three are known 
as Class A directors, three as Class B directors, and 
three as Class C directors. Class A and B directors 
are elected by member banks, one director of each 


class being elected by small banks, one of each class 
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by banks of medium size, and one of each class by 
large banks. 

168. The three Class A directors may be 
bankers, and usually are. The three Class B 
directors must be actively engaged in the District in 
commerce, agriculture or some industrial pursuit, 
and must not be officers, directors, or employees of 
any bank. The three Class C directors are appointed 
by the Board of Governors. They must not be 
officers, directors, employees, or stockholders of 
any bank. One of them is designated by the Board of 
Governors as Chairman of the Reserve Bank board of 
directors, and one as Deputy Chairman. The Chairman, 
by statute, also serves as Federal Reserve Agent. 

169. Thus businessmen and others who are 
not bankers -- potential borrowers as contrasted to 
lenders. -- constitute a majority of the directors of 
each Federal Reserve Bank. The provisions of law 
circumscribing the selection of Reserve Bank 
directors and the management of the Reserve Banks 
Clearly indicate the public nature of these 
institutions. 

170. (a) Election. -- As indicated previously, 
six of the nine members on each Reserve Bank board of 
directors are elected by the commercial banks in that 
District that are members of the Federal Reserve System 
Whenever there is a vacancy among either the Class A 
or Class B directors on a District board, each member 
bank in the size grouping (small, medium or large 


banks) in which the vacancy occurs is permitted to 
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nominate a candidate. The banks in that grouping 

vote by preferential ballot, indicating their first, 
second, and other choices among the eligible candidates 
Any candidate having a majority of all votes cast in 
the column of first choice is declared to have been 
elected; however, if no candidate has a majority of 
first choice votes, then the second choice votes 

are added to the first choice votes for each candidate. 
The candidate then having a majority of the electors 
voting and the highest combined votes is declared 
elected. Elections for Federal Reserve directorships 
are usually routine but occasionally they have been 
hotly contested campaigns with the outcome decided by 
an extremely narrow margin. 

171 (b) Appointment. -- Suggestions for the 
appointment of Class C directors by the Board of 
Governors come from a wide variety of sources. Among 
these sources are members of the Board of Governors, 
officers of a Reserve Bank or its board of directors, 
the retiring directors, and others on whose judgment 
the Board can rely. Consideration is also given to the 
shifting of directors from branch to head office boards 
Those selected for appointment are among civic, business, 
professional, and educational leaders of the District 
or branch territory. Since 1915, the Board has 
followed a policy of prohibiting anyone from either being 
elected or appointed to the board of directors of a 
Reserve Bank who holds a public office of a political 
nature. 


172. Branch boards of directors. -- Each of the 
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24 pranch offices of Reserve Banks also has a board 

of directors of either five or seven members. Of 
these, a majority is appointed by the head office 
board of directors of the Federal Reserve Bank and the 
remaining minority is appointed by the Board of 
Governors in Washington. Those appointed by the Federa 
Reserve Banks have usually been commercial bankers. 
Recruitment for those appointed by the Board of 
Governors, on the other hand, has followed the general 
pattern of Class C directors. 

173. Although the Board of Governors is 
authorized to exercise general supervision over the 
Reserve Banks, the primary responsibility for day-to-da 
operation rests under the law with the boards of 
directors. Having had broad business and professional 
experience they are in a position to give informed 
judgments on problems of organization, management and 
operation, 

174. The contribution that the Reserve 
Bank and branch directors are in a position to make 
to the formation and execution of national credit 
and monetary policy goes beyond these specific 
responsibilities. They are outstanding persons in 
their communities who are in close contact with 
financial, business, and agricultural conditions in 
their respective districts. Thus they are able to add 
to deliberations of the System the benefit of broad 
experience and training and to perform an essential 
service in supplying judgment and advice on economic 


conditions in their respective districts. 
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175. When a System policy has been 
determined, Reserve Bank directors can play a vital 
role in explaining that policy to interested people 
in their districts. It is important that the reasons 
for System actions be understood by bankers, businessmen, 
professional persons, farmers, labor groups, and others 2/ 

176. Reserve Bank Officials -- The Banking 
Act of 1935 provided that the chief executive officers 
of each Federal Reserve Bank shall be its President, 
or in the absence or disability of the President, the 
First Vice President. Unlike boards of directors who 
serve only a part-time basis, these men are full-time 
officers appointed by the board of directors of the 
Reserve Bank to serve for five-year terms. Their 
appointments to these positions, as indicated above, 
must be approved by the Federal Reserve Board. The 
board of directors also appoints ail other officers 
and employees not. otherwise provided for by the 
Federal Reserve Act. 

177. As chief executive officer, the 
President has responsibility for the day-to-day 
administration of the Bank under directions given by 
the board of directors. He makes reguiar reports to 
his board with respect to those matters with which the 


directors are concerned, He also participates in 


2/ A more comprehensive discussion of the role of 
Federal Reserve directors, their nomination 
and election, and their functions may be found on 
pages 5-21 of the Annual Report of the Federal Resefve 


Bank of Richmond for the year 1961. 
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the Conference of Reserve Bank Presidents and serves 
from time to time as a member of the Federal Open 
Market Committee. 

178. With these responsibilities, the 
Presidents of the Federal Reserve Banks occupy an 
important position in the organizational structure 
of the Reserve System and their duties go far beyond 
efficient direction of the operating functions of 
the Reserve Banks. The men who have served or are 
serving as Reserve Bank Presidents have had varied 
backgrounds. A majority have had extensive banking 
experience either at private commercial banks or 
within the Federal Reserve System. A background in 
economics has been an important part of the training an 
experience of several men who have recently been 
appointed to these positions, reflecting the parti- 
cipation by Reserve Bank Presidents in the formulation 
of System monetary and credit policy through the 
frequent periodic meetings of the Open Market Committee 
Of the 12 Presidents in office at the beginning of 1962 
eight had spent substantially all of their business 
careers in the Federal Reserve System before becoming. 
President and two others had at least five years of 
prior System experience before taking office. 

179. In addition to the President and First 
Vice President, each Reserve Bank has a number of 
vice presidents and other officials with supervisory 
direction over some specific phase of Reserve Bank 
operations. These include bank examination and 


supervision, fiseal agency operations, collections, casi, 
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legal matters, research and statistics, personnel, 
accounting, and administrative or housekeeping services, 
Recruiting and Training of Potential Executive Personne] 

180. The selection of members of the 
Federal Reserve Board, Presidents and First Vice 
Presidents, and directors of the Federal Reserve Banks 
has been discussed in preceding sections. The following 
comments relating to the Federal Reserve System's method 
of recruiting and training potential executive personne 
apply to the staffs of both the Board and the Reserve 
Banks. 

181. Before discussing details, there are 
a few basic factors that should be noted. First, the 
general reputation and prestige enjoyed by any 
organization, public or private, is a key element in 
its ability to attract and to retain high calibre 
professional personnel. In this respect both the 
Federal Reserve Banks and the Board have built up 
over the nearly 50 years of their existence a reputation 
for high standards of professional competency and 
integrity. 

182. Further, the significant ingredient 
of public service attached to executing the responsibilities 
of the Federal Reserve System as trustee for the 
nation's currency also has been of considerable relevan¢e 
in the attraction of, and the satisfaction to be 
derived from a career with the System. Finally, even 
though positions throughout the Federal Reserve are not 
a part of the Government's Civil Service program, staff 


appointments have been based on merit and have been 
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singularly free from influence of a partisan or 
special-interest nature. Likewise, the nonpartisan 
standards for service while in the System are rigidly 
adhered to. 

183. Recruiting. -- An important portion 
of Federal Reserve personnel consists of professional 
staff specialists who do not occupy executive 
positions. These include economists, bank examiners, 
and lawyers. In recruiting economists the System 
competes with other Government agencies, with 
financial institutions and business enterprises, and 
with denaubae institutions for a relatively limited 
supply of qualified personnel. The market is somewhat 
further restricted by the fact that the Board and 
the Federal Reserve Banks tend to concentrate on 
persons with advanced graduate training. There are 
comparatively few colleges and universities offering 
advanced work of this type, especially with the requisi 
degree of specialization in money and banking. 

184. In a real sense, the Federal Reserve 
Board and the Federal Reserve Banks compete against 
one another for the available supply of qualified 
personnel. Despite this, there is a substantial degree 
of cooperation and coordination of recruiting efforts 
within the System. To assure a continuing source of 
potential recruits it is essential that both the Board 
and the Reserve Banks maintain close liaison with the 
faculties of those universities offering the kind of 
academic training suitable for System employment . This 


is done in a variety of ways. 
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185. So far as the Board is concerned, senio 
members of the staff of the Division of Research and 
Statistics and the Division of International Finance are 
encouraged to accept speaking engagements on university 
campuses and at meetings of the professional societies 
to maximize contacts with outstanding academicians. 
Frequently, leading authorities in the field of money 
and banking are brought to the Board's offices for 
consultative work. Also, the Board offers a limited 
number of opportunities for summer employment to 
graduate students as research assistants. These 
latter contacts afford a first-hand pregraduation look 
at prospective staff members. 

186. The Federal Reserve Banks are engaged 
in similar practices to maintain close liaison with 
the university faculties in their Districts. In 
some respects, and by virtue of their regional character 
they have refined these techniques somewhat further 
than it has been possible for the Board's staff to do. 
Most of the Reserve Banks have periodic seminars 
of varying duration to which professors of money and 
panking are invited for a give-and-take discussion of 
Federal Reserve procedures and policies. These 
seminars have primarily served as a means of 
disseminating current information but they have also 
proved successful in establishing important contacts 
for staff recruitment. At least one Reserve Bank has 
provided special research fellowships for students 
desiring to undertake specific projects of benefit 


to the System. These, too, have proved to be an 
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effective recruitment medium, 

187. The searching out of potential staff 
for other phases of Reserve Bank and Board operations 
has in some respects been keyed to the same approach 
of close liaison with universities and colleges. 
Following the example of many business corporations 
in this country, officers of the System interview and 
recruit members of graduating classes in schools of 
business and economics and at liberal arts colleges. 

The most likely prospects are then invited to visit 
the Reserve Banks for further interviews. These have 
proved useful in recruiting personnel for various 
phases of the Banks! operations. 

188. Development and training. ~- Both 
the Federal Reserve Banks and the Board have devised 
comprehensive development and training programs for 
potential executive personnel and for specialists 
already on their staffs. The discussion of this 
topic concentrates primarily on activities fostered by 
the Federal Reserve Board but these are typical of 
similar efforts by the management of the Federal Reserve 
Banks. 

189. The development programs are essentiall 
of two kinds: (1) individual training assignments, and 
(2) group programs. 

190. Individual training assignments have 
ineluded attendance at various institutes, seminars, or 
workshops; visits to the Federal Reserve Banks and 
commercial banks; -attendance at special banking courses 


at schools of banking; academic work at educational 
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institutions in connection with completion of graduate 
degrees; and graduate study under fellowship programs 
sponsored by private foundations. Professional per- 
sonnel have been encouraged to participate in 
educational programs at the graduate level with at 
least a portion of the cost of such programs under- 
written by the Board or the Reserve Banks. 

191. Another important aspect of individual 
staff training has been the transfer of personnel 
among the Reserve Banks and between the Reserve Banks an 
the Board. A number of Reserve Bank personnel have 
been brought to the Board's offices for temporary 
assignments in several of the Board's divisions as a 
means of alleviating peak work loads and providing a 
broadening experience for such personnel. Transfers 
of Reserve Board personnel to the Banks on a temporary 
basis has been less frequent but there have been 
several permanent transfers of Board staff to the 
Reserve Banks. 

192. Group programs involving from 12 to 
more than 50 participants, and lasting for periods of 
up to 20 weeks, have covered a wide variety of subject 
matter. These have included Discussion and Conference 
Leadership, Practices and Principles of Supervision, 
Effective Writing, Advance Mathematical Economics, 
Reading Improvement, Public Speaking, and seminar-type 
programs on topics relevant to operations of the 
Federal Reserve System. In most instances these 
programs were conducted by specialists in the particular 


field from outside the Board's organization. 
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193. Increased emphasis on the use of 
electronic computers within the Federal Reserve System 
has led to a series of courses offered at the Board's 
offices and open to members of the staff of the Board 
and the Reserve Banks, to representatives from other 
Government agencies and, on occasion, to representatives 
from other central banks. Similarly, as mechanical 
processes for commercial bank accounting and 
automatic check handling have been developed, the 
System has conducted training programs and sponsored 
conferences involving its personnel, as well as those 
of the other supervisory agencies and of commercial 
banks. 

194. Considerable attention has also been 
directed to the development of bank supervisory 
personnel, especially in the field of bank examination 
work, Since 1952 the Federal Reserve System, in 
cooperation with the other Federal bank supervisory 
agencies and State banking departments, has conducted 
an Inter-Agency Bank Examination School. Four-week 
intensive training courses have been offered at two 
levels: one a School for Assistant Examiners directed 
to junior personnel, and a more advanced School for 
Examiners designed for senior personnel. Since the 
establishment of the school, 36 sessions of the School 
for Assistant Examiners have been presented to 1,320 
men and 16 sessions of the School for Examiners have 
been attended by 526 men, Representatives of the three 
Federal bank supervisory agencies, another Federal agency, 
and of 20 State banking departments have been included among 


the students, as well as a few from other countries. 
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